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SELECTED  ASPECTS  OF  WELFARE  REFORM 


TUESDAY,  MARCH  30,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Select  Revenue  Measures 

AND  Subcommittee  on  Human  Resources, 

Washington,  D.C. 
The  subcommittees  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Charles  B.  Rangel 
(chairman  of  the  Subcommittee  on  Select  Revenue  Measures)  and 
Hon.  Robert  T.  Matsui  (acting  chairman  of  the  Subcommittee  on 
Human  Resources)  presiding. 

[The  press  release  announcing  the  hearing  follows:] 
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FOR  ZHMBOIATB  RELEASE  PRESS  RELEASE  #2 

TOESDAY,  MARCH  16,  1993  SDBCOMMZTTEE  OH  SELECT  REVENOE 

MEASURES 
COMMITTEE  ON  WAYS  AND  MEANS 
0.8.  BOUSE  OF  REPRB8EMTATZVES 
1102  LON6WORTH  HOUSE  OFFICE  BLDQ. 
WASHIMQTON,  D.C.   20515 
TELEPHONE:   (202)  225-9710 

THE  HONORABLE  CHARLES  B.  RAMQEL  (D.,  N.Y.), 

CHAIRMAN,  SUBCOMMITTEE  ON  SELECT  REVENUE  MEASURES, 

AND  THE  HONORABLE  ROBERT  T.  MATSUI,  (D. ,  CALIF.), 

CHAIRMAN,  SUBCOMMITTEE  ON  HUMAN  RESOURCES, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCE  A  PUBLIC  HEARING 

ON  SELECTED  ASPECTS  OF  WELFARE  REFORM 

The  Honorable  Charles  B.  Rangel  (D.,  N.Y.)»  Chairman, 
Subcoounittee  on  Select  Revenue  Measures  and  the  Honorable 
Robert  T.  Matsui,  (D. ,  Calif.) »  Chairman,  Subcommittee  on  Human 
Resources,  Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
today  announced  that  the  Subcommittees  will  hold  a  joint  public  hearing 
on  selected  aspects  of  welfare  reform  on  Tuesday,  March  30,  1993, 
beginning  at  10:00  a.m.,  in  the  Committee's  main  hearing  room, 
1100  Longworth  House  Office  Building. 

The  Subcommittees  will  receive  testimony  from  the  Administration 
and  public  witnesses  on  the  extent  to  which  our  current  tax  laws 
provide  work  incentives  for  low-income  families  and  help  create 
alternatives  to  welfare. 

In  announcing  this  hearing.  Chairman  Rangel  stated:   "In  light  of 
the  budget  proposals  made  by  President  Clinton,  I  believe  it  is 
appropriate  for  the  Subcommittees  to  examine  how  effective  our  current 
tax  laws  have  been  in  ensuring  that  all  Americans  have  the  opportunity 
to  earn  a  decent  living.   The  Subcommittees  will  review  such  provisions 
as  the  earned  income  tax  credit  (EITC) ,  the  targeted  jobs  tax  credit 
(TJTi;) ,  and  the  employer-provided  educational  assistance  exclusion  to 
determine  their  efficacy  in  achieving  that  goal.   In  particular,  the 
Subcommittees  are  interested  in  learning  how  to  ensure  that  those 
entitled  to  these  benefits,  especially  the  EITC,  receive  them  in  a 
timely  fashion.   The  Subcommittees  will  also  examine  proposals  to 
target  new  labor  and  jobs-related  incentives  to  distressed  areas  in  the 
context  of  existing  tax  incentives  and  assistance  programs." 

Chairman  Matsui  further  stated:   "I  strongly  support  President 
Clinton's  goal  of  expanding  the  EITC  to  ensure  that  a  family  of  four 
will  not  be  forced  to  live  below  the  poverty  level  if  one  parent  works 
full  time  at  a  minimum  wage  job.   I  also  support  the  President's 
proposals  to  make  working  pay  for  welfare  recipients  by  rewarding  work 
and  breaking  down  the  barriers  to  self-sufficiency.   I  look  forward  to 
working  together  on  improving  the  EITC  and  the  lives  of  millions  of 
low-income  children  and  their  parents." 

BACKGROUND 

Earned  Income  Tax  Credit:   The  Earned  Income  Tax  Credit  (EITC)  is  a 
refundable  credit  available  to  low-income  working  families  with 
children.   To  qualify  for  the  credit,  a  family  must  include  at  least 
one  qualifying  child,  and  the  annual  earnings  of  the  family  must  be 
less  than  $23,070.   The  credit,  which  is  based  on  a  percentage  of  the 
taxpayer's  earned  income,  is  completely  phased  out  for  income  in  excess 
of  $23,070  for  the  1993  taxable  year.   The  maximum  credit  for  a 
qualifying  family  with  one  child  for  1993  is  $1,435  and  $1,513  for  a 
family  with  two  or  more  children.   A  qualifying  family  may  also  qualify 
for  the  health  care  and/or  the  young  child  supplemental  credit. 

The  Administration  has  proposed  a  major  expansion  of  the  EITC  to  an 
amount  that  is  intended  to  lift  poor  working  families  out  of  poverty. 
In  addition,  its  proposed  changes  are  intended  to  offset  the  regressive 
effects  of  their  proposed  energy  tax  on  families  within  certain  income 
limits,  including  individuals  without  children.   In  considering  whether 
to  implement  such  a  proposal,  it  will  be  important  to  examine  closely 
not  only  the  EITC,  but  other  Federal  programs  and  policies  which  affect 
the  disposable  incomes  of  low- income  workers  and  their  incentives  to 
work. 

(MORE) 


Targeted  Jobs  Tax  Credit:   The  targeted  jobs  tax  credit 
(TJTC)  Is  available  to  employers  who  hire  and  train  certain 
individuals.   The  program  generally  targets  individuals  who  are 
disadvantaged  with  respect  to  their  ability  to  enter  and  compete 
in  the  workforce.   The  credit  is  generally  computed  as  a 
percentage  of  the  wages  paid  by  the  employer  to  the  employee,  for 
a  specified  period,  up  to  a  maximum  amount.   To  qualify  for  the 
credit,  the  employer  must  meet  certain  requirements  designed  to 
ensure  that  the  individual  is  employed  for  a  minimum  period  and 
acc[uires  skills  the  individual  did  not  have  before  the  qualified 
employment.   The  credit  expired  last  year,  but  the  Administration 
proposes  to  extend  this  benefit  permanently.   The  President's 
proposal  also  contains  a  provision  that  would  expand  TJTC  to 
cover  apprenticeship  programs.   It  is  anticipated  that  this 
program  would  be  targeted  to  high  school  students  and  would  be 
structured  as  a  work-study  program. 

Employer-Provided  Educational  Assistance:   The 
employer-provided  educational  provision  is  a  tax  benefit  which 
flows  through  the  employer  to  the  employee.   It  provides  an 
annual  exclusion  from  income  of  up  to  $5,250  to  the  employee  if 
the  employer  provides  a  nondiscriminatory  plan  under  which  the 
employee  can  pursue  educational  studies.   The  employer  is  allowed 
a  deduction  for  a  corresponding  amount.   This  provision  expired 
last  year.   The  Administration  proposes  to  extend  this  provision 
permanently. 

DBTMLB  FOR  SUBMISSION  OF  REQDE8T8  TO  BE  HEARD 

Individuals  and  organizations  interested  in  presenting  oral 
testimony  before  the  Subcommittees  must  submit  their  requests 
to  be  heard  by  telephone  to  Harriett  Lawler,  Diane  Kirkland 
or  Karen  Ponzurick  [(202)  225-1721]  no  later  than  Tuesday, 
March  23,  1993,  to  be  followed  by  a  formal  written  request  to 
Janice  A.  Mays,  Chief  Counsel  and  Staff  Director,  Committee  on 
Ways  and  Means,  U.S.  House  of  Representatives,  1102  Longworth 
House  Office  Building,  Washington,  D.C.  20515.   The  Subcommittee 
staff  will  notify  by  telephone  those  scheduled  to  appear  as  soon 
as  possible  after  the  filing  deadline.   Any  questions  concerning 
a  scheduled  appearance  should  be  directed  to  the  Subcommittee  on 
Select  Revenue  Measures  [(202)  225-9710]. 

Persons  and  organizations  having  a  common  position  are  urged  to 
make  every  effort  to  designate  one  spokesperson  to  represent  them  in 
order  for  the  Subcommittees  to  hear  as  many  points  of  view  as 
possible.   Time  for  oral  presentations  will  be  strictly  limited  with 
the  understanding  that  a  more  detailed  statement  may  be  included  in 
the  printed  record  of  the  hearing  (see  formatting  requirements  below) . 
This  process  will  afford  more  time  for  Members  to  question  witnesses. 
In  addition,  witnesses  may  be  grouped  as  panelists  with  strict  time 
limitations  for  each  panelist. 

In  order  to  assure  the  most  productive  use  of  the  limited  amount 
of  time  available  to  question  hearing  witnesses,  all  witnesses 
scheduled  to  appear  before  the  Subcommittees  are  required  to  submit 
200  copies  of  their  prepared  statements  to  the  Subcommittee  on  Select 
Revenue  Measures  office,  room  1105  Longworth  House  Office  Building,  at 
least  24  hours  in  advance  of  their  scheduled  appearance.   Failure  to 
comply  with  this  requirement  may  result  in  the  witness  being  denied 
the  opportunity  to  testify  in  person. 
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WRITTBM  8TATEMEHT8  IN  LIEU  OF  PERSONAL  APPEARAMCB; 

Persons  submitting  written  statements  for  the  printed  record  of 
the  hearing  should  submit  at  least  six  (6)  copies  by  the  close  of 
business,  Friday,  April  30,  1993,  to  Janice  A.  Mays,  Chief  Counsel  and 
Staff  Director,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  1102  Longworth  House  Office  Building,  Washington, 
D.C.  20515.   If  those  filing  written  statements  for  the  record  of  the 
printed  hearing  wish  to  have  their  statements  distributed  to  the  press 
aftd  the  interested  public,  they  may  provide  100  additional  copies  for 
this  purpose  to  the  Subcommittee  on  Select  Revenue  Measures  office, 
room  1105  Longworth  House  Office  Building,  before  the  hearing  begins. 

FORMATTINQ  REQ0IREMENT8 ; 

Each  itatemcnl  preunted  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or 
exhibit  submitted  for  the  printed  record  or  any  written  comments  in  response  to  a  request  for  written 
comments  must  conform  to  the  {uidelines  listed  below      Any  statement  or  exhibit  not  in  compliance  with 
these  guidelines  will  not  be  printed,  but  will  be  maintained  in  the  Committee  files  for  review  and  use  by 
the  Committee. 

1.  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on 
legal-size  paper  and  may  not  exceed  a  total  of  tO  pages 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing 
Instead,  exhibit  material  should  be  referenced  and  quoted  or  paraphrased.    All  exhibit  material 
not  meeting  these  specifications  will  be  maintained  in  the  Committee  files  for  review  and  use 
by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or,  for 
written  com(r>ents,  the  name  and  capacity  of  the  person  submitting  the  statement,  as  well  as 
any  clients  or  persons,  or  any  organization  for  whom  the  witness  appears  or  for  whom  the 
statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a 
telephone  number  where  the  witness  or  the  designated  representative  may  be  reached  and  a 
topical  outline  or  summary  of  the  comments  and  recommendations  in  the  full  statement. 
This  supplemental  sheet  will  not  be  iiKluded  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing 
Statements  and  exhibits  or  supplementary  material  submitted  solely  for  distribution  to  the  Members,  the 
press  and  the  public  during  this  course  of  a  public  hearing  may  be  submitted  in  other  forms 


Chairman  Rangel.  This  morning  we  are  going  to  have  a  joint 
hearing.  The  Subcommittee  on  Select  Revenues  and  the  Sub- 
committee on  Human  Resources  will  be  looking  into  the  welfare  re- 
form package.  The  President's  commitment  to  welfare  reform 
makes  it  appropriate  that  we  look  at  the  existing  tax  and  nontax 
laws  which  are  intended  to  provide  working  people  with  a  decent 
living. 

We  will  hear  from  a  number  of  witnesses  who  will  tell  us  wheth- 
er such  programs  as  the  earned  income  tax  credit,  the  targeted  jobs 
tax  credit,  the  employer-provided  educational  assistance,  the  child 
support  enforcement,  and  other  related  programs  are  really  effec- 
tive in  assisting  individuals  and  families  to  get  out  of  poverty. 

In  addition,  we  hope  to  learn  specifically  how  we  can  improve 
these  programs  and  to  have  them  achieve  their  purpose  more  effec- 
tively. 

We  are  especially  interested  in  determining  whether  such  bene- 
fits such  as  the  EITC  are  reaching  the  individuals  that  we  intended 
in  a  timely  fashion. 

It  is  my  pleasure  to  have  my  friend  and  colleague  and  the  cochair 
of  this  subcommittee,  Bob  Matsui.  I  now  recognize  him  for  his 
opening  remarks. 

Acting  Chairman  Matsui.  Thank  you,  Mr.  Chairman.  I  will  be 
reasonably  brief.  I  would  like  to  thank  you  cochairing  this  hearing 
with  our  subcommittee,  and  I  appreciate  the  fact  that  we  have  a 
number  of  witnesses  here  who  are  very  interested  in  welfare  re- 
form and  also  a  number  of  people  in  the  audience,  because  this 
issue  is  not  timely  yet.  At  the  same  time,  it  is  one  that  all  of  us 
will  face. 

I  have  always  contended  that  it  is  better  to  be  a  child  born  in 
1950  than  to  be  a  child  bom  in  1993,  Just  the  other  day,  I  was 
reading  a  story  in  The  Washington  Post  Metro  Section,  and  it 
talked  about  how  children  in  various  areas  of  this  community  have 
been  hit  with  poverty,  and  with  the  fear  of  violent  crime.  It  was 
noted  in  the  articles  that  being  bom  in  the  1990s  certainly  was  not 
as  desirable  as  being  born  even  as  late  as  the  1960s. 

We  have  a  great  deal  ahead  of  us  in  terms  of  some  of  the  major 
issues  facing  us:  the  EITC,  as  the  chairman  mentioned,  but  also  in 
terms  of  the  overall  welfare  reform  package,  the  whole  issue  of 
child  support  enforcement,  the  issue  of  time  limits,  and  certainly 
the  infrastructure  that  we  all  know  will  be  needed  in  order  to  make 
sure  that  welfare  really  works;  that  is,  job  training,  education  pro- 
grams, job  placement  programs,  but  most  importantly  a  job  for  all 
Americans. 

And  so  we  look  forward  to  working  with  all  the  groups  and  cer- 
tainly members  of  our  committee  and  Mr.  Range!  to  make  sure 
that  whatever  program  we  come  up  with  ultimately  leads  from  de- 
pendency to  independence  for  those  who  are  currently  on  welfare. 

Thank  you,  Mr.  Chairman. 

Chairman  Rangel.  Thank  you.  Mr.  Hancock. 

Mr.  Hancock.  Thank  you,  Mr.  Chairman. 

Today's  hearing  will  give  us  an  excellent  opportunity  to  review 
several  tax  provisions  which  have  helped  to  give  the  working  poor 
a  leg  up  toward  achieving  self-sufficiency. 


Perhaps  the  most  visible  of  these  programs  relates  to  the  earned 
income  tax  credit.  Created  in  1975,  it  now  affects  nearly  14  million 
families.  In  February,  the  President  proposed  a  $27  billion  expan- 
sion in  the  earned  income  tax  credit  program  over  the  next  5  years. 
This  recommendation  follows  on  the  heels  of  an  $18  billion  increase 
in  the  1990  Budget  Act. 

I  am  sure  that  all  of  us  are  anxious  to  know  about  the  details 
of  this  proposal  and  how  it  will  complement  our  committees'  work 
on  the  welfare  reform  package. 

I  am  also  interested  in  hearing  from  our  witnesses  on  two  ex- 
pired provisions  of  the  tax  law,  the  targeted  jobs  tax  credit,  and  the 
exclusion  for  employer-provided  education  assistance.  Based  upon 
their  numerous  extensions,  it  is  fair  to  conclude  that  the  programs 
enjoy  strong  and  bipartisan  support.  Nonetheless,  we  have  a  re- 
sponsibility to  review  the  effectiveness  of  these  tax  benefits  in  pro- 
viding work  and  educational  opportunities. 

I  would  like  to  thank  our  witnesses  for  joining  us  today  and  shar- 
ing your  comments  and  recommendations  on  how  the  Tax  Code  can 
enhance  other  Federal  programs  to  assess  low-income  workers  and 
their  families. 

Thank  you,  Mr.  Chairman. 

Chairman  Rangel.  Mr.  Santorum. 

Mr.  Santorum.  Thank  you,  Mr.  Chairman. 

I  just  want  to  make  a  couple  of  comments  on  some  concerns  I 
have  with  the  earned  income  tax  credit.  I  know  that  it  has  enjoyed 
bipartisan  support  in  the  past,  and  I  hope  it  continues  to.  I  just 
want  to  voice  some  concerns,  and  hopefully  the  panels  will  be  able 
to  address  whether  expanding  the  EITC  at  this  point  is,  in  fact, 
justified,  given  what  research  we  have,  if  any,  that  it  is  affecting 
the  poor  in  our  country  in  a  positive  fashion  and  in  a  substantial 
way,  given  the  money  that  we  are  spending  on  the  program.  I 
would  like  to  hear  some  comments  about  that. 

And  the  other  real  concern  I  have  is  that  the  information  I  have 
received  indicates  that  much  less  than  1  percent  of  all  families  that 
get  the  earned  income  tax  credit  get  it  in  their  monthly  check.  In 
other  words,  they  get  it  in  a  lump  sum  at  some  point  in  time  later 
on.  And  I  would  suspect  that  that  is  not  a  particularly  effective 
way  of  moving  people  and  encouraging  people  to  work  when  they 
are  not  getting  that  consistent  benefit  every  month  in  their  pay- 
check. In  fact,  I  am  not  too  sure  it  is  an  incentive  at  all.  I  am  also 
concerned  that  it  is  not  making  the  kind  of  impact,  as  my  chair- 
man, Mr.  Matsui,  said,  of  moving  people  from  dependency  to  inde- 
pendence. 

So  I  hope  we  can  examine  those  two  issues  in  particular  and 
hopefully  try  to  address  what  I  see  as  a  real  problem  in  verifying 
whether  this  EITC  is,  in  fact,  doing  what  it  set  out  to  accomplish. 

Thank  you,  Mr.  Chairman. 

Chairman  Rangel.  Thank  you. 

And  now  we  are  honored  with  the  presence  of  the  Honorable  Jim 
Slattery,  and  we  are  awaiting  your  testimony. 


STATEMENT  OF  HON.  JIM  SLATTERY,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  KANSAS 

Mr.  Slattery.  Thank  you,  Mr.  Chairman. 

First,  let  me  commend  you,  Mr.  Chairman,  and  the  members  of 
this  committee  for  commencing  your  hearings  on  the  broad  issue  of 
welfare  reform,  and  certainly  the  earned  income  tax  credit  is  a  very 
integral  part  of  this  overall  effort.  We  have  long  debated  welfare 
reform,  and  hopefully  this  year,  under  your  leadership,  Mr.  Chair- 
man, this  Congress  and  the  administration  will  move  forward  with 
a  real  comprehensive  plan  to  dramatically  change  our  welfare  pro- 
gn*ams  in  this  country.  Again,  I  see  the  earned  income  tax  credit 
component  as  a  very,  very  important  part  of  this  effort. 

Mv  testimony  this  morning,  Mr.  Chairman,  is  limited  to  a  very 
small  part  of  the  earned  income  tax  credit,  and  that  is  the  way  this 
program  affects  military  dependents  in  this  country. 

To  make  a  long  story  short,  my  legislation,  H.R.  479,  corrects  a 
longstanding  injustice  against  thousands  of  American  service  mem- 
bers who  are  forced  to  surrender  their  earned  income  tax  credit 
when  they  are  stationed  overseas.  Right  now,  if  a  family  is  sta- 
tioned at  Fort  Riley,  Kans.,  and  if  they  are  eligible  for  the  earned 
income  tax  credit,  if  they  receive  orders  to  depart  for  Germany, 
when  they  go  to  Germany,  they  lose  eligibility  for  their  earned  in- 
come tax  credit. 

My  legislation  does  one  simple  thing.  It  says  that  those  25,000 
families  that  are  affected  by  this,  that  are  in  the  military  today, 
would  not  lose  their  earned  income  tax  credit  eligibility  merely  by 
virtue  of  the  fact  that  their  Government  has  ordered  them  over- 
seas. Today  25,000  families  that  are  ordered  overseas  lose  their 
earned  income  tax  credit  when  they  leave  this  country.  It  involves 
about  $700  per  family. 

And  again,  it  is  a  simple  concept.  H.R.  479  says:  If  you  are  eligi- 
ble in  this  country,  if  you  are  in  the  military,  you  also  will  be  eligi- 
ble for  the  earned  income  tax  credit  when  you  are  stationed  over- 
seas. It  is  a  veiy  simple  concept.  I  will  not  take  the  committee's 
time  in  a  lot  of  unnecessary  verbose  conversation  about  it  this 
morning.  But  the  bottom  line  is,  I  think,  that  this  is  a  fundamental 
injustice  in  the  existing  law.  It  should  be  corrected. 

This  committee  has  looked  favorably  on  this  proposal  twice  in  the 
past.  As  recently  as  1992,  with  the  Omnibus  Revenue  Act,  this  pro- 
vision was  included.  Of  course,  the  legislation  was  vetoed  by  the 
President.  Prior  to  that,  it  was  included  in  the  1991  tax  bill  that 
we  passed.  Unfortunately,  it  was  removed  in  conference. 

So  this  House  has  dealt  twice  with  this  legislation  favorably  in 
the  past.  Hopefully  a  third  time  is  the  charm,  Mr.  Chairman.  And 
I  would  be  happy  to  answer  any  questions  you  might  have. 

Chairman  Rangel.  By  unanimous  consent,  your  prepared  testi- 
mony will  be  entered  into  the  record. 

[Tne  prepared  statement  follows:] 
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Thank  you,  Mr.  Chairman,  for  this  opportunity  to  testify 
once  again  before  the  Select  Revenue  Measures  Subcoiunittee 
regarding  legislation,  H.R.  479,  I  have  reintroduced  in  the  103rd 
Congress  to  extend  eligibility  for  the  Earned  Income  Tax  Credit 
(EITC)  to  military  personnel  eund   their  families  stationed 
overseas . 

I  appreciate  your  continuing  interest  in  correcting  this 
long-standing  injustice  against  thousands  of  American 
servicemembers  serving  our  nation  aoround  the  world.   I  am  hopeful 
that  my  colleagues  in  Congress  and  President  Clinton  will 
recognize  the  serious  consequences  of  denying  military  personnel 
access  to  this  credit  and  will  act  to  correct  this  inequity  as  a 
component  of  expansion  of  eligibility  for  the  EITC. 

As  you  will  hear  in  testimony  this  afternoon  from  the  Hon 
Commissioned  Officers  Association  (NCOA)  and  the  National 
Military  Family  Association  (NHFA) ,  enlisted  personnel  and  their 
families  count  on  the  additional  income  they  receive  through  the 
EITC.   Loss  of  this  credit  when  they  are  shipped  overseas  causes 
serious  financial  hardship  for  these  low-income  feunilies,  which 
typically  have  young  children. 

An  estimated  25,000  low-income  families,  who  are  serving 
their  country  abroad,  have  been  forced  to  forgo  eligibility  for 
this  credit.   The  annual  credit  for  these  feuailies  with  young 
children  is  typically  more  than  $700.   Iioss  of  this  income  causes 
financial  hardship  for  these  families,  who  already  are  living  on 
a  limited  budget. 

H.R.  479,  which  has  the  endorsement  of  the  26  organizations 
forming  the  Military  Coalition,  finally  would  end  this  inequity. 
This  bill  would  ensure  that  all  eligible  military  families, 
regardless  of  where  they  are  stationed,  would  continue  to  receive 
an  EITC. 

I  have  introduced  this  legislation  twice  before,  and  each 
Congress  has  come  closer  to  enacting  it.   The  proposal  was 
included  in  the  House  version  of  the  1990  Omnibus  Budget 
Reconciliation  Act,  but  was  dropped  in  conference.   The  provision 
was  included  in  the  1992  Omnibus  Revenue  Act,  which  was  vetoed  by 
President  Bush.   I  hope  the  third  time  will  be  a  charm. 

I  applaud  President  Clinton's  commitment  to  reforming  the 
EITC  to  ensure  that  a  family  of  four,  with  one  working  parent, 
will  not  be  forced  to  live  below  the  poverty  level,  and  I  urge 
serious  consideration  of  H.R.  479  as  a  component  of  this  reform. 
We  have  shortchanged  these  patriotic  American  families  for  too 
long. 

I  appreciate  this  opportunity  to  discuss  H.R.  479  and  I 
would  be  pleased  to  respond  to  any  questions  you  may  have 
regarding  this  legislation. 


Chairman  Rangel.  It  appears  as  though  everybody — Bob  Matsui, 
the  staff,  and  I — agrees  that  this  is  an  injustice  to  our  people  in 
the  mihtary. 

Could  you  share  with  us  again  as  to  why  the  eligibility  is  ex- 
cluded to  those  going  overseas? 

Mr.  Slattery.  Well,  to  the  best  of  my  knowledge,  Mr.  Chairman, 
it  looks  like  the  way  this  legislation  was  originally  drafted,  there 
was  an  oversight.  People  did  not  envision  that  people  eligible  for 
the  earned  income  tax  credit  in  this  country  would  be  stationed 
overseas.  And  so  to  be  eligible,  you  have  to  be  in  the  United  States. 
That  is  the  oversight,  injustice,  call  it  what  you  like,  that  this  legis- 
lation is  designed  to  correct. 

Again,  we  are  talking  about  25,000  families,  based  on  the  best 
information  we  have.  These  families  would  be  on  average  eligible 
for  somewhere  in  the  neighborhood  of  about  a  $700  earned  income 
tax  credit,  if  their  eligibility  was  not  summarily  eliminated  when 
they  were  stationed  overseas. 

Chairman  Rangel.  Mr.  Matsui. 

Acting  Chairman  Matsui.  Thank  you,  Mr.  Chairman. 

Jim,  do  you  happen  to  know  the  revenue  impact  on  this?  It  could 
not  be  much,  if  it  is  only  25,000  families  at  $700. 

Mr.  Slattery.  Well,  again,  this  is  a  very  rough  estimate.  We 
have  not  yet  gotten  the  final  fiscal  impact  of  this.  But  if  you  take 
25,000  times  700,  you  are  talking  about  roughly  $17.5  million.  That 
is  a  very  rough  estimate  by  me.  It  has  not  been  crunched  through 
the  official  number  crunchers  here.  But  we  have  tried  to  get  that 
number.  We  have  not  yet  gotten  it.  There  are  some  assumptions 
that  are  being  made,  and  they  keep  correcting  them. 

Acting  Chairman  Matsui.  As  you  and  the  chairman  mentioned, 
this  was  in  H.R.  11,  and  I  think  this  is  pretty  much 

Mr.  Slattery.  That  is  correct. 

Mr.  Anderson  [continuing].  Going  to  fly  through,  and  so  we  ap- 
preciate your  calling  it  to  our  attention.  Thank  you. 

Mr.  Slattery.  Yes.  I  sure  hope  you  will  include  it. 

Chairman  Rangel.  Mr.  Hancock. 

Mr.  Hancock.  Does  this  law  apply  to  any  American  citizen  living 
overseas,  or  is  it  limited?  For  instance,  there  are  a  lot  of  people 
that  are  living  overseas  that  only  have  their  Social  Securitv.  Now 
would  they  also  be  included,  if,  in  fact,  the  law  was  changed? 

Mr.  Slattery.  Well,  you  know,  Mr.  Hancock,  as  I  was  sitting 
here  at  the  table  this  morning,  I  was  asking  myself  that  same 
question  about  perhaps  other  American  families  working  for  other 
agencies  of  the  Federal  Government  under  similar  circumstances, 
perhaps  being  ordered  or  directed  overseas,  would  they  lose  their 
eligibility  also? 

I  assume  they  would.  And  if  they  do,  I  believe  that  should  be  cor- 
rected also.  I  do  not  believe  you  should  lose  your  earned  income  tax 
eligibility  merely  by  virtue  of  the  fact  that  your  Government  has 
ordered  you  overseas,  regardless  of  what  agency  of  the  Government 
that  you  work  for. 

Mr.  Hancock.  But  you  do  not  have  any  idea  what  the  figures 
might  be  that  this  would — in  other  words,  by  changing  this  law, 
this  might  increase  it  to  200,000  people.  We  do  not  know.  I 
mean 
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Mr.  Slattery.  I  do  not  know  the  other  numbers.  All  I  know  is 
that  with  the  military,  we  are  looking  at  an  estimated  25,000  fami- 
lies. We  have  repeatedly  requested  a  fiscal  impact  of  this  legisla- 
tion, and  have  not  received  it.  I  have  just  done  a  real  rough  analy- 
sis, and  that  is  the  25,000  times  an  average  of  700,  and  that  gives 
you  the  $17.5  million.  That  is  probably  a  high-end  number,  I  would 
guess. 

Now  if  you  expand  this  legislation  to  include  other  American 
families  working  for  other  agencies  of  the  Federal  Government,  I 
do  not  know  how  many  families  you  get  into  then.  But  I  think  if 
someone  is  working  for  the  CIA  or  some  other  agency  that  is  direct- 
ing people  overseas,  the  State  Department,  perhaps,  then  I  think 
they  should  be  eligible  also. 

But  I  do  not  believe  that  you  are  going  to  find  the  number  of  peo- 
ple there  in  those  agencies  that  you  do  in  the  military. 

Mr.  Hancock.  Well,  I  doubt  very  seriously  if  there  are  very 
many  people  working  for  other  agencies  that  would  be  subject  to 
the  earned  tax  credit.  I  mean 

Mr.  Slattery.  I  think  you  are  right. 

Mr.  Hancock.  This  basically  would  only  apply  to  the  lower  three 
grades  in  the  military. 

Mr.  Slattery.  That  is  correct. 

Mr.  Hancock.  But  I  do  have  a  little  bit  of  a  problem  with  people, 
by  choice,  who  maybe  go  overseas  on  their  Social  Security  and  they 
retire 

Mr.  Slattery.  Yes. 

Chairman  Rangel  [continuing].  Of  their  own  choice.  I  do  have  a 
little  problem  there. 

Mr.  Slattery.  That  is  a  different  proposition. 

Mr.  Hancock.  So  I  think  it  should  be  limited  to  the  military,  and 
I  think  that  is  your  position. 

Mr.  Slattery.  Yes,  that  is  my  position  with  this  legislation.  And 
again,  let  me  reemphasize  that  if  there  are  other  agencies  of  the 
Federal  Government  that  are  directing  their  employees  to  go  over- 
seas for  duty  of  whatever  kind,  and  it  may  be  the  State  Depart- 
ment or  other  agencies,  then  I  think  they  should  be  treated  the 
same  as  the  military,  if  they  are  ordered  by  their  Government,  or 
directed  by  their  Government,  to  go  overseas. 

That  is  a  different  proposition  than  the  one  that  you  just  antici- 
pated with  people  perhaps,  you  know,  retiring  and  voluntarily 
going  overseas  for  whatever  reason.  A  different  proposition. 

Mr.  Hancock.  I  understand.  Thank  you. 

Mr.  Slattery.  Yes. 

Chairman  Rangel.  Is  anyone  seeking  recognition?  Mr.  Jacobs. 

Mr.  Jacobs.  Jim,  these  people  lose  their  eligibility  for  the  earned 
income  tax  credit.  Do  they  gain  anything  by  going  overseas?  Could 
you  enlighten  us  about  that?  I  mean  is  there  any  increased  com- 
pensation, either  in  cash  or  kind,  that  might  offset  that. 

Mr.  Slattery.  They  have  housing  allowances  available,  and  in 
some  instances,  Mr.  Jacobs,  depending  on  where  they  are  located 
overseas,  a  lot  of  these  military  personnel,  especially,  you  know, 
the  EJ-ls,  El-2s,  and  E-3s  that  would  be  primarily  affected  by  this, 
find  that  the  housing  allowances  are  inadequate  to  cover  the  hous- 
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ing  costs  where  they  are  going.  So,  I  mean,  they  are  really  ham- 
mered in  both  directions. 

Mr.  Jacobs.  So  your  testimony  is  that  the  net  of  it  is,  they  take 
a  step  backward  just  because 

Mr.  Slattery.  Absolutely. 

Mr.  Jacobs.  Thank  you  very  much. 

Chairman  Rangel.  Does  anyone  else  seek  recognition? 

[No  response.] 

Chairman  RANGEL.  Well,  I  tell  you,  Jim,  I  am  having  staff  also 
look  into  what  impact  the  loss  of  food  stamps  would  have  on  these 
very  low-income  individuals.  I  think  one  of  the  major  problems  is 
that  we  just  do  not  like  to  think  of  our  military  people  as  living 
below  the  poverty  line,  which  they  really  are.  And  thank  you  for 
once  again  bringing  it  to  our  attention. 

Mr.  Slattery.  You  are  welcome. 

Chairman  Rangel.  And  stick  with  us  to  make  certain  that  it 
does  not  fall  between  the  cracks,  because  it  is  my  understanding 
that  it  will  come  up  in  the  miscellaneous  package. 

Mr.  Slattery.  Right. 

Chairman  Rangel.  And  Bob  and  I  will  be  monitoring  that  with 
you. 

Mr.  Slattery.  Well,  I  really  appreciate  your  help,  Mr.  Chairman. 
And  believe  me,  after  3  years  of  trying  to  get  this  minor  little  provi- 
sion corrected  that  is  so  fundamentally  flawed,  I  do  not  want  to 
lose  it  in  conference  this  year  or  lose  it  with  a  veto  either,  for  that 
matter. 

Thank  you  very  much. 

Chairman  Rangel.  As  a  former  foot  soldier,  I  appreciate  it. 

OK.  Our  first  panel  is  Sam  Sessions,  Office  of  Tax  Policy,  Depart- 
ment of  the  Treasury;  Wendell  Primus,  Deputy  Assistant  Secretary 
for  Human  Service  Policy,  U.S.  Department  of  Health  and  Human 
Services;  Margaret  Lullo,  Deputy  Assistant  Commissioner,  Tax- 
payer Services,  and  Robert  Carver,  Deputy  Assistant  Commis- 
sioner, Returns  Processing,  from  the  IRS. 

We  welcome  all  of  you  here,  but  especially  Wendell  Primus,  who 
has  been  really  such  a  great  advocate  for  those  who  have  few  advo- 
cates in  this  room.  We  are  really  proud  and  look  forward  to  the 
contribution  that  you  will  make  for  all  of  us  over  there  at  Health 
and  Human  Services. 

And  is  this  the  first  time  that  you  are  testifying  in  that  capacity? 

Mr.  Primus.  Yes,  Mr.  Chairman. 

Chairman  Rangel.  Well,  I  am  certain  I  speak  for  Republicans 
and  Democrats  alike  in  saying  that  we  feel  proud  that  those  of  us 
in  the  legislative  branch  were  able  to  produce  someone  like  you  to 
serve  in  the  executive  branch.  Welcome  in  your  new  capacity. 

We  will  start  off  with  Mr.  Sessions. 

I  might  say  that,  without  objection,  your  written  testimony  will 
be  put  into  the  record,  and  you  can  testify  as  you  feel  most  com- 
fortable. 

Mr.  Sessions. 
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STATEMENT  OF  SAMUEL  Y.  SESSIONS,  DEPUTY  ASSISTANT 
SECRETARY  (TAX  POLICY),  U.S.  DEPARTMENT  OF  THE 
TREASURY 

Mr.  Sessions.  Thank  you,  Mr.  Chairman.  My  name  is  Sam  Ses- 
sions and  I  am  with  the  Department  of  the  Treasury. 

Chairman  Rangel,  Chairman  Matsui,  and  members  of  the  sub- 
committees, I  am  pleased  to  have  this  opportunity  to  present  testi- 
mony today  concerning  elements  of  the  President's  welfare  reform 
program.  I  will  focus  on  three  proposals  that  were  included  in  the 
revenue  component  of  the  President's  budget  plan  announced  in 
February.  These  proposals  are  the  expansion  and  simplification  of 
the  earned  income  tax  credit,  the  EITC;  the  expansion  and  perma- 
nent extension  of  the  targeted  jobs  tax  credit,  the  TJTC;  and  the 
permanent  extension  of  the  exclusion  from  income  of  employer-pro- 
vided educational  assistance. 

An  important  objective  of  all  of  these  proposals  is  to  provide  indi- 
viduals, especially  those  with  low  incomes,  with  incentives  to  work 
and  to  invest  in  their  own  human  capital.  As  a  consequence,  these 
provisions — and,  we  think,  particularly  the  expansion  of  the  EITC 
and  the  extension  of  the  targeted  jobs  tax  credit — may  help  make 
work  a  more  attractive  alternative  to  welfare. 

Other  witnesses  will  comment  today  on  other  aspects  of  the 
President's  agenda  for  welfare  reform. 

Let  me  start  first  with  the  EITC.  The  EITC  is  a  refundable  in- 
come tax  credit  available  to  a  low-income  individual  who  has  a 
qualifying  child,  has  earned  income,  and  meets  certain  adjusted 
gross  income  thresholds.  The  EITC  under  current  law  has  three 
components:  a  basic  credit  which  is  adjusted  for  family  size,  a  sup- 
plemental young  child  credit  for  workers  with  children  under  the 
age  of  1  year,  and  a  supplemental  credit  for  health  insurance  pre- 
miums. All  of  these  credits  phase  in  and  phase  out  at  certain  in- 
come levels,  and  these  income  levels  are  adjusted  for  the  cost  of  liv- 
ing. 

A  table  summarizing  the  current  law  and  the  administration's 
proposals  is  attached  to  my  testimony. 

To  give  you  some  background  about  the  structure  of  the  EITC, 
all  three  of  these  credits  are  all  computed  in  essentially  the  same 
way.  Each  credit  is  computed  by  multiplying  an  individual's  earned 
income  by  a  credit  percentage.  Under  current  law,  for  a  family  with 
one  child,  the  basic  credit  percentage  is  23  percent.  That  is  multi- 
plied times  a  maximum  creditable  amount  of  earned  income,  which 
for  1994  is  projected  to  be  $7,990. 

In  all  of  my  testimony,  I  am  going  to  focus  on  1994  dollars,  both 
in  describing  current  law — of  course,  this  involves  projections  cov- 
ering inflation — and  in  describing  the  administration's  proposals,  in 
order  to  facilitate  comparison.  Otherwise  I  would  be  jumping  back 
and  forth  between  different  credit  amounts  for  different  years. 

In  any  event,  the  maximum  credit  for  1994  for  families  with  one 
child  is  about — projected  to  be  about  $1,838.  This  credit  is  phased 
out  once  AGI  reaches  a  certain  threshold.  Again,  that  is  projected 
to  be  $12,580.  It  is  phased  out  by  a  phaseout  percentage  of  16.43 
percent  for  adjusted  gross  income  over  $12,580.  That  results  in  a 
complete  phaseout  of  the  credit  once  AGI  reaches  $23,760,  again  in 
projected  1994  dollars. 
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For  1993,  just  for  comparison,  the  phasein  rate  is  18.5  percent 
as  opposed  to  23  percent.  The  phaseout  rate  is  13.21  percent  as  op- 
posed to  16.43  percent,  and  the  phaseout  range  is  very  similar, 
$12,200  to  $23,050. 

Current  law  provides  a  somewhat  larger  credit  for  families  with 
two  or  more  children.  The  phasein  rate  for  families  with  two  or 
more  children  is  25  percent  of  the  creditable  amount  of  $7,990  pro- 
jected for  1994.  The  phaseout  rate  is  somewhat  higher  also.  It  is 
17.86  percent.  And  again,  the  phaseout  range  is  the  same,  $12,580 
to  $23,760.  My  written  testimony  indicates  the  comparable 
amounts  for  1993. 

The  current  law  provides  two  supplemental  credits.  A  supple- 
mental young  child  credit  is  a  5  percentage  point  credit,  again  mul- 
tiplied by  creditable  earned  income.  The  maximum  then  for  1994 
with  the  $7,990  maximum  creditable  earned  income  is  around 
$400.  That  supplemental  young  child  credit  is  phased  out  at  a  rate 
of  3.57  percentage  points.  As  I  indicated,  this  credit  is  available  to 
taxpayers  who  are  eligible  for  the  EITC,  if  they  have  a  child  who 
has  not  attained  the  age  of  1  as  of  the  close  of  the  calendar  year. 

There  is  also  a  supplemental  health  insurance  credit.  That  is  a 
6  percentage  point  credit,  giving  a  maximum  credit  of  $479  for 
1994.  It  phases  out  at  a  rate  of  4.285  percent.  This  is  a  credit  that 
is  available  for  health  insurance  coverage  of  a  qualifying  child,  and 
it  is  equal  to  the  lesser  of  that  maximum  amount  I  just  gave  or  the 
amount  that  is  actually  spent  on  health  insurance. 

That  is  a  brief  summary  of  current  law.  As  my  written  testimony 
indicates,  in  1991  around  14  percent  of  the  population  had  income 
below  the  poverty  level,  despite  the  EITC  and  other  programs.  Five 
million  individuals  lived  in  households  containing  a  full-time  year- 
round  worker  and  nevertheless  were  under  the  poverty  level. 

Reliance  on  the  minimum  wage  alone  is  enough  to  bring  only 
full-time  single  workers  above  the  poverty  level.  A  minimum  wage 
job,  food  stamp  benefits,  and  the  EITC  can  lift  a  single  parent  with 
one  or  two  children  above  the  poverty  level.  But  for  larger  families, 
even  with  those  benefits  and  the  minimum  wage,  the  family's  in- 
come falls  below  the  poverty  level. 

The  administration  is  committed  to  pulling  more  working  fami- 
lies out  of  poverty,  and  that  is  one  of  the  principal  reasons  for  the 
EITC  proposal. 

In  addition,  there  are  considerable  complexities  in  current  law 
attributable  to  the  supplemental  credits,  and  the  administration  is 
interested  in  simplifying  the  credit  to  make  sure  that  those  who 
are  eligible  for  it  understand  it  and  can  compute  it  considerably 
more  easily  than  they  can  at  present. 

I  will  now  describe  the  administration's  proposal.  The  proposal 
would  expand  the  EITC  and  increase  the  EITC  by  an  amount  nec- 
essary to  lifl  a  four-person  family  out  of  poverty.  This  increase 
would  take  place  over  a  2-year  period.  The  phasein  and  phaseout 
ranges  would  be  adjusted  to  accomplish  this,  and  they  would  con- 
tinue to  be  adjusted  for  cost  of  living.  Again,  I  will  describe  the  pro- 
posal using  1994  dollars. 

Under  the  administration's  proposal,  the  basic  credit,  when  fully 
phased  in  in  1995,  for  families  with  one  child,  would  be  34.4  per- 
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cent  of  the  first  $6,000  of  earned  income.  This  would  give  a  maxi- 
mum credit  of  $2,062. 

The  beginning  of  the  phaseout  range  would  be  lowered  slightly 
to  $11,000,  but  the  end  of  the  phaseout  range  for  families  with  one 
child  would  be  the  same  as  current  law,  which  is  projected  to  be 
$23,760.  The  phaseout  percentage  would  be  16. 16  percent. 

For  families  with  two  or  more  qualifying  children,  the  credit  per- 
centage and  the  phaseout  percentage  also  would  be  increased.  The 
credit  percentage  would  be  increased  to  39.7  percent  of  the  first 
$8,500  of  earned  income,  and  the  phaseout  percentage  would  be  in- 
creased to  19.83  percent.  The  phaseout  would  begin  at  $11,000,  but 
for  families  with  two  or  more  children,  the  phaseout  range  would 
extend  all  the  way  to  $28,000,  which  is  an  increase  of  more  than 
$4,000  over  current  law. 

The  administration's  proposal  would  replace  both  of  the  supple- 
mental credits  by  the  expansions  of  the  basic  credit  described 
above,  and  this  would  mean  that  the  supplemental  young  child 
credit  and  the  supplemental  health  insurance  credits  would  be  re- 
pealed. 

The  administration's  proposal  would  also  for  the  first  time  ex- 
tend to  childless  low-income  workers  an  EITC  benefit.  To  be  eligi- 
ble, the  worker  would  have  to  be  age  22  or  older  and  could  not  be 
claimed  as  a  dependent  on  another  taxpayer's  return. 

The  amount  of  this  credit  would  be  7.65  percent  of  the  first 
$4,000  of  earned  income.  It  would  be  phased  out  between  $5,000 
and  $9,000  of  AGI,  and  the  phaseout  percentage  would  also  be  7.65 
percent. 

When  combined  with  other  forms  of  Federal  assistance  to  low-in- 
come workers,  in  particular  the  minimum  wage  and  food  stamps, 
the  administration  s  proposed  increase  in  the  EITC  would  lift  many 
families  that  have  a  full-time  worker  out  of  poverty.  The  poverty 
gap,  the  difference  between  the  official  poverty  threshold  and  the 
sum  of  earnings,  EITC  amounts,  and  food  stamp  allotments  would 
be  eliminated  for  four-person  families,  and  for  larger  families  the 
poverty  gap  would  be  reduced. 

As  I  indicated  earlier,  the  supplemental  young  child  and  health 
insurance  credits  have  been  widely  regarded  as  quite  complicated, 
excessively  complicated  for  the  population  to  which  the  EITC  is  tar- 
geted. The  replacement  of  those  credits  with  the  larger  basic  credit 
would  be  a  major  simplification,  and  health  insurance  will  be  dealt 
with  more  directly  by  the  President's  health  care  reform  proposal 
which  will  be  announced  later  this  year. 

Now  turning  to  the  targeted  jobs  credit,  this  credit  is  available 
to  employers  K)r  hiring  individuals  from  nine  targeted  groups  who 
are  economically  disadvantaged,  who  receive  payments  under 
means-tested  transfer  programs  or  who  are  disabled.  The  credit  is 
equal  to  40  percent  of  the  first  $6,000  of  qualified  first-year  wages 
paid  to  a  member  of  a  targeted  group,  resulting  in  a  maximum 
credit  of  $2,400. 

For  economically  disadvantaged  summer  youth  employees,  which 
is  one  of  the  nine  categories,  the  credit  is  equal  to  40  percent  of 
the  first  $3,000  of  wages  for  a  maximum  credit  of  $1,200. 

The  administration  believes  that  the  targeted  jobs  tax  credit 
should  be  extended  permanently.  The  administration  believes  that 
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in  the  current  economic  climate  it  is  particularly  important  to  pro- 
vide job  incentives,  and  it  believes  that  it  is  important  to  equip 
young  persons  in  these  age  categories  with  the  skills  that  are  need- 
ed to  get  better  jobs  over  the  course  of  their  careers,  their  lives. 

As  a  result,  the  administration  would  permanently  extend  the 
targeted  jobs  tax  credit.  This  would  apply  to  individuals  who  begin 
work  after  June  30,  1992.  In  addition,  the  targeted  jobs  tax  credit 
would  be  expanded  to  include  youth  apprentices  beginning  work 
after  December  31,  1993  in  connection  with  qualified  youth  appren- 
ticeship programs  that  are  established  and  certified  after  that  date. 

A  youth  apprentice  would  be  anv  individual  aged  16  through  20 
who  is  enrolled  in  a  qualified  youth  apprenticeship  program  begin- 
ning in  the  11th  or  12th  grade.  A  program  would  be  considered  to 
be  a  qualified  youth  apprenticeship  program  only  if  it  was  a 
planned  program  of  job  training  designed  to  integrate  academic  in- 
struction and  work-based  learning.  There  would  be  similar  certifi- 
cation rules  for  the  youth  apprenticeship  program  for  the  years 
1994  through  1998.  A  cap  would  be  placed  on  the  number  of  youth 
apprentices  who  could  qualify  for  the  credit,  totaling  805,000  over 
that  period. 

Lastly,  by  the  exclusion  for  employer-provided  educational  assist- 
ance. Under  current  law,  the  value  of  educational  assistance  pro- 
vided by  an  employer  is  included  in  the  employee's  income  and  em- 
ployment tax  wages,  unless  the  assistance  would  be  deductible  by 
the  employee  if  the  employee  had  incurred  the  cost  directly. 

For  educational  expenses  to  be  deductible,  education  or  training 
must  either  maintain  or  improve  the  employee's  skills  in  the  cur- 
rent job  and  must  not  qualify  the  employee  for  a  new  job.  The  costs 
of  education  that  qualify  or  train  the  employee  for  a  new  job  would 
not  be  deductible,  and  therefore  absent  the  exclusion  provided  by 
section  127,  those  amounts  would  not  be  excludable.  That  is,  they 
would  be  taxable  to  the  employee. 

The  administration  proposes  to  extend  the  section  127,  the  exclu- 
sion for  employer-provided  educational  assistance  for  benefits  pro- 
vided after  June  30,  1992.  The  administration  believes  that  this  ex- 
clusion encourages  employers  to  provide,  and  employees  to  take  ad- 
vantage of,  educational  assistance,  and  it  therefore  increases  the 
country's  productivity.  The  exclusion  also  serves  a  simplification 
purpose  in  that  within  the  $5,250  limit,  it  makes  it  unnecessary  for 
employers  to  have  to  distinguish  between  job-related  expenses, 
which  would  be  excludable  without  regard  to  127,  and  employer- 
provided  educational  expenses. 

That  concludes  my  remarks,  and  I  will  be  happy  to  respond  to 
questions. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF 

SAMUEL  Y.  SESSIONS 

DEPUTY  ASSISTANT  SECRETARY 

(TAX  POLICY) 

DEPARTMENT  OF  THE  TREASURY 

BEFORE  THE 

WAYS  AND  MEANS  SUBCOMMITTEE  ON  SELECT  REVENUE  MEASURES 

AND  THE 

WAYS  AND  MEANS  SUBCOMMITTEE  ON  HUMAN  RESOURCES 

U.S.  HOUSE  OF  REPRESENTATIVES 


Chairman  Rangel,  Chairman  Matsui,  and  Members  of  the  Subcommittees: 

I  am  pleased  to  have  this  opportunity  to  present  testimony  today  concerning  elements 
of  the  President's  welfare  reform  program.   I  will  focus  on  three  proposals  that  were 
included  in  the  revenue  component  of  the  budget  plan.   These  proposals  are:    (i)  the 
expansion  and  simplification  of  the  earned  income  tax  credit  (EITC),  (ii)  the  expansion  and 
permanent  extension  of  the  targeted  jobs  tax  credit  (TJTC),  and  (iii)  the  permanent  extension 
of  the  exclusion  from  income  of  employer-provided  educational  assistance.    An  important 
objective  of  all  of  these  proposals  is  to  provide  individuals,  especially  those  with  low 
incomes,  with  incentives  to  work  and  to  invest  in  their  human  capital.    As  a  consequence, 
these  provisions  —  particularly  the  expansion  of  the  EITC  and  the  extension  of  the  TJTC  ~ 
may  help  make  work  a  more  attractive  alternative  to  welfare.   Other  witnesses  will  comment 
today  on  other  aspects  of  the  President's  agenda  for  welfare  reform. 

EXPANDING  AND  SIMPLIFYING  THE  EITC 

Current  Law 

The  EITC  is  a  refundable  income  tax  credit  available  to  a  low-income  individual  who 
has  a  qualifying  child,  has  earned  income,  and  meets  certain  adjusted  gross  income  (AGI) 
thresholds.   The  EITC  has  three  components:  (i)  a  basic  credit  (which  is  adjusted  for  family 
size),  (ii)  a  supplemental  young  child  credit  for  workers  with  a  child  under  the  age  of  one, 
and  (iii)  a  supplemental  credit  for  certain  health  insurance  premium  expenses  covering 
qualified  children.   The  basic  credit  and  supplemental  credits  phase  in  and  phase  out  at 
certain  income  levels.   These  income  levels  are  adjusted  for  changes  in  the  cost  of  living.   A 
table  summarizing  the  basic  elements  of  the  EITC  under  current  law  and  the  Administration's 
proposal  is  attached  to  my  testimony. 


Basic  Credit 

The  basic  credit  is  determined  by  multiplying  an  individual's  earned  income  by  a 
credit  percentage.  For  a  family  with  only  one  qualifying  child,  the  credit  percentage  for 
1994  is  23  percent.  (The  discussion  of  current  law  that  follows  focuses  on  1994  in  order  to 
facilitate  comparison  with  the  Administration's  proposal.)  The  basic  credit  amount  increases 
as  income  increases,  up  to  a  maximum  income  threshold.  For  1994,  the  income  threshold  is 
projected  to  be  $7,990.  Therefore,  if  there  is  only  one  quali^ing  child,  the  maximum  basic 
credit  amount  for  1994  is  projected  to  be  $1,838  (23%  of  $7,990). 

The  basic  credit  is  reduced  and  eventually  phases  out  once  AGI  (or,  if  greater,  earned 
income)  exceeds  a  certain  phase-out  threshold.    For  1994,  the  phase-out  threshold  is 
projected  to  be  $12,580.   The  phase-out  is  accomplished  by  reducing  the  basic  credit  by  a 
phase-out  percentage.   In  1994,  for  a  family  with  only  one  qualifying  child,  the  basic  credit 
is  reduced  by  an  amount  equal  to  16.43  percent  of  the  excess  of  AGI  (or,  if  greater,  earned 
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income)  over  $12,580. 

The  basic  credit  is  completely  phased  out  and  is  no  longer  available  to  taxpayers  with 
incomes  above  the  end  of  the  phase-out  range.    In  1994,  this  income  level  is  projected  to  be 
$23,760.   The  projected  phase-out  range  of  $12,580  to  $23,760  is  the  same  for  the  basic 
credit,  the  fomily  size  adjustment  and  the  two  supplemental  credits. 

The  income  thresholds  for  both  the  phase-in  and  phase-out  ranges  are  adjusted  for 
changes  in  the  cost  of  living.    In  the  foregoing  discussion,  I  have  indicated  the  inflation- 
adjusted  income  thresholds  projected  for  1994.    For  1993,  the  basic  EITC  rate  is  18.5 
percent  for  a  worker  with  one  child.   The  corresponding  phase-out  rate  is  13.21  percent. 
The  phase-out  range  for  1993  starts  at  $12,200  and  ends  at  $23,050. 

Basic  Credit  with  Family  Size  Adjustment 

If  there  are  two  or  more  qualifying  children,  the  basic  credit  percentage  and  phase-out 
percentage  are  increased.    For  1994,  the  basic  credit  percentage  for  families  with  two  or 
more  children  is  increased  to  25  percent.   For  1994,  this  is  projected  to  result  in  a  maximum 
basic  credit  of  $1,998  (25%  of  $7,990). 

The  phase-out  percentage  for  families  with  two  or  more  qualifying  children  is 
increased  to  17.86  percent.   As  indicated  above,  this  percentage  is  applied  to  phase  out  the 
credit  over  a  projected  income  range  of  $12,580  to  $23,760. 

For  1993,  the  basic  EITC  rate  is  19.5  percent  for  a  worker  with  two  or  more 
children.   The  1993  phase-out  rate  is  13.93  percent. 


Supplemental  Young  Child  Credit 

The  supplemental  young  child  credit  is  available  to  an  individual  with  a  qualifying 
child  who  has  not  attained  the  age  of  one  as  of  the  close  of  the  calendar  year.   This 
supplemental  credit  increases  the  basic  credit  by  5  percentage  points.    For  1994,  the 
maximum  su{^lemental  young  child  is  projected  to  be  $400  (5  %  of  $7,990)  for  qualifying 
taxpayers.' 

Families  receiving  the  supplemental  young  child  credit  are  also  subject  to  a  higher 
phase-out  percentage.    The  phase-out  percentage  for  these  families  is  3.57  percentage  points 
higher  that  it  would  otherwise  be. 

The  supplemental  young  child  credit  and  the  child  and  dependent  care  tax  credit  may 
not  be  claimed  for  the  same  child. 

Supplemental  Health  Insurance  Credit 

The  supplemental  health  insurance  credit  is  available  for  premiums  paid  to  provide 
health  insurance  coverage  of  a  qualifying  child.  This  supplemental  credit  increases  the  basic 
credit  by  6  percentage  points,  but  the  increased  amount  may  not  exceed  the  actual  amount 
expended  for  such  health  insurance  premiums.  The  amount  of  the  expenses  against  which 
the  credit  is  allowed  are  not  deductible  as  medical  expenses.  For  1994,  the  maximum 
supplemental  health  insurance  credit  is  projected  to  be  $479  (6%  of  $7,990)  for  qualifying 
taxpayers.' 

This  sui^Iemental  credit  also  increases  the  phase-out  percentage,  in  this  case  by  4.285 


'  For  1993,  the  maximum  supplemental  young  child  credit  is  $388  (5%  of  $7,750). 
*  For  1993,  the  maximum  supplemental  health  insurance  credit  is  $465  (6%  of  $7,750). 
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percentage  points. 

Reasons  for  Change 

In  1991,  14.2  percent  of  the  population  had  income  below  the  poverty  level.   About  5 
million  individuals  lived  in  households  containing  a  full-time,  year-round  worker  and  yet 
were  counted  among  the  nation's  poor.   Many  others  worked  during  the  year  but  were  unable 
to  earn  sufficient  amounts  to  escape  poverty. 

The  Federal  government  assists  low-income  workers  in  a  number  of  ways. 
Employers  are  required  to  pay  at  least  the  minimum  wage.   Through  expenditures  for  job 
training  and  education,  the  Federal  government  promotes  the  long-term  earning  capacity  of 
workers.   The  Federal  government  also  directly  supplements  the  earnings  of  low-income 
persons  through  the  tax  and  transfer  systems.    Most  low-income  persons  are  eligible  for  food 
stamps,  while  those  who  both  work  and  have  children  may  be  entitled  to  the  EITC. 

Reliance  on  the  minimum  wage  alone  results  in  income  above  the  poverty  level  only 
for  full-time,  single  workers.    In  combination,  a  minimum-wage  job,  food  stamp  benefits, 
and  the  EITC  lift  a  single  parent  with  one  or  two  children  above  the  poverty  level. 
However,  the  income  (including  the  EITC  and  food  stamps)  of  a  family  of  four  with  only 
one  full-time,  minimum  wage  worker  falls  below  the  official  poverty  threshold.   The 
Administration  is  committed  to  pulling  more  working  families  out  of  poverty,  while 
providing  individuals  who  are  currently  outside  of  the  workforce  with  g'^eater  incentives  to 
work. 

The  effectiveness  of  the  EITC  is  hindered  by  its  complexity.   A  major  source  of  that 
complexity  is  contained  in  the  rules  for  determining  eligibility  for  the  two  supplemental 
credits. 

The  Administration's  Proposal 

The  Administration's  proposal  would  expand  the  EITC  and  increase  the  credit  by  the 
amount  necessary  to  lift  a  four-person  family  out  of  poverty.  The  increase  in  the  credit 
amount  would  take  place  over  a  two-year  period  and  be  completed  by  1995.  As  under 
current  law,  the  income  thresholds  for  both  the  phase-in  and  phase-out  ranges  would  be 
adjusted  each  year  for  changes  in  the  cost-of-living.  (To  facilitate  the  comparison  with 
current  law,  I  will  focus  on  our  proposal  as  fully  phased-in  for  1995  and  thereafter  by 
reference  to  1994  dollars.) 

Basic  Credit 

Under  the  Administration's  proposal,  the  basic  credit  when  fully  phased-in  would  be 
increased  for  families  with  one  child  to  34.4  percent  of  the  first  $6,000  of  earned  income  (in 
1994  dollars).   Therefore,  where  there  is  only  one  qualifying  child,  the  maximum  basic 
credit  amount  would  be  $2,062  (34.4%  of  $6,000).' 

The  basic  credit  would  continue  to  be  phased-out  once  AGl  (or,  if  greater,  earned 
income)  exceeds  a  certain  phase-out  threshold.   Under  the  Administration's  proposal,  the 
phase-out  range  for  families  with  one  child  would  begin  at  $11, OCX),  a  lower  level  than 
current  law,  but  would  end  at  $23,760,  the  same  as  projected  under  current  law.   The  phase- 
put  percentage  would  be  16.16  percent. 


Basic  Credit  with  Family  Size  Adjustment 

For  families  with  two  or  more  qualifying  children,  the  basic  credit  percentage  and 


'  For  1994,  the  Administration's  proposal  would  increase  the  basic  credit  to  26.6  percent 
of  the  first  $7,750  of  earned  income. 
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phase-out  percentage  would  also  be  increased  under  the  Administration's  proposal.   When 
fully  phased-in  (in  1994  dollars),  the  basic  credit  percentage  would  be  increased  to  39.7 
percent  of  the  first  $8,500  of  earned  income.    Filers  with  earnings  between  $8,500  and 
$1 1,000  would  be  entitled  to  the  maximum  credit  of  $3,371  (39.7%  of  $8,500). 

The  phase-out  percentage  would  also  be  increased  to  19.83  percent.   As  in  the  case  of 
the  credit  for  families  with  one  child,  the  credit  would  be  phased  out  starting  at  $1 1 ,000. 
However,  the  phase-out  range  for  families  with  two  or  more  children  would  extend  to 
$28,000,  an  increase  of  $4,240  over  current  law.* 

Supplemental  Young  Child  Credit 

Under  the  Administration's  proposal,  the  supplemental  young  child  credit  would  be 
replaced  with  the  increase  in  the  basic  credit  described  above. 

Supplemental  Health  Insurance  Credit 

Under  the  Administration's  proposal,  the  supplemental  health  insurance  credit  would 
also  be  replaced  with  the  increase  in  the  basic  credit  described  above.    In  addition,  as  is  well 
known,  the  Administration  is  in  the  process  of  developing  a  comprehensive  health  care 
proposal. 

Credit  for  Childless  Workers 

Under  the  Administration's  proposal,  the  EITC  would  be  extended  for  the  first  time  to 
low-income  workers  who  do  not  have  children.    Qualifying  workers  must  be  age  22  or  older 
and  may  not  be  claimed  as  a  dependent  on  another  taxpayer's  return.    For  these  workers,  the 
basic  credit  would  be  7.65  percent  of  their  first  $4,000  of  earned  income.    In  1994,  the 
phase-out  range  for  these  workers  would  be  between  $5,000  and  $9,000  of  AGI  (or,  if 
greater,  earned  income).   The  phase-out  percentage  would  also  be  7.65  percent. 

Effects  of  Proposal 

When  combined  with  other  forms  of  federal  assistance  to  low-income  workers  (in 
particular,  the  minimum  wage  and  food  stamps),  the  proposed  increase  in  EITC  would  lift 
many  families  containing  a  full-time  worker  out  of  poverty.    For  example,  the  "poverty  gap" 
-  the  difference  between  the  official  poverty  threshold  and  the  sum  of  earnings  (after  the 
employee  share  of  social  security  taxes),  EITC  amounts,  and  food  stamp  allotments  -  would 
be  eliminated  for  four-person  families.   For  larger  families  the  poverty  gap  would  be 
reduced. 

The  increase  in  the  rate  of  the  EITC,  together  with  lowering  the  earnings  level  at 
which  the  maximum  credit  is  reached,  would  provide  a  larger  credit  to  low-income  families 
in  the  current-law  phase-in  ranges.   This  combination  would  provide  low-income  families, 
particularly  those  outside  of  the  workforce,  a  greater  incentive  to  work. 

In  addition,  the  increase  in  the  EITC,  together  with  the  Administration's  proposals  to 
expand  food  stamps  and  to  provide  low-income  home  energy  assistance,  will  help  offset  the 
impact  of  the  energy  tax  on  millions  of  low-income  families. 

The  repeal  of  the  supplemental  young  child  and  health  insurance  credits  would  relieve 
low-income  filers  of  significant  filing  and  computational  burdens.  The  Administration  also  is 
in  the  process  of  developing  a  health  care  proposal  that  will  address  the  health  care  needs  of 
low-income  families  in  a  more  comprehensive  manner. 


*  Under  the  Administration's  proposal,  for  1994  the  credit  rate  would  be  increased  to  31.6 
percent  of  the  first  $8,5(X)  of  earned  income,  and  the  phase-out  percentage  would  be  15.8 
percent.   The  phase-out  range  would  extend  from  $1 1,000  to  $28,000. 
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PERMANENT  EXTENSION,  AND  EXPANSION  TO  INCLUDE 
YOUTH  APPRENTICESHIP,  OF  THE  TJTC 

Current  Law 

The  targeted  jobs  tax  credit  is  available  to  employers  on  an  elective  basis  for  hiring 
individuals  from  nine  targeted  groups.   The  targeted  groups  consist  of  individuals  who  are 
economically  disadvantaged,  recipients  of  payments  under  means-tested  transfer  programs,  or 
disabled. 

The  credit  generally  is  equal  to  40  percent  of  the  first  $6,000  of  qualified  first-year 
wages  paid  to  a  member  of  a  targeted  group.   Thus,  the  nriaximum  credit  generally  is  $2,400 
per  individual.   With  respect  to  economically  disadvantaged  summer  youth  employees, 
however,  the  credit  is  equal  to  40  percent  of  up  to  $3,000  of  wages,  for  a  maximum  credit  of 
$1,200. 

The  credit  is  not  available  for  wages  paid  to  a  targeted  group  member  unless  the 
individual  either  (1)  is  employed  by  the  employer  for  at  least  90  days  (14  days  in  the  case  of 
economically  disadvantaged  summer  youth  employees),  or  (2)  has  completed  at  least  120 
hours  of  work  performed  for  the  employer  (20  hours  in  the  case  of  economically 
disadvantaged  summer  youth  employees).   The  employer's  deduction  for  wages  must  be 
reduced  by  the  amount  of  the  credit  claimed.   The  credit  expired  on  June  30,  1992. 


Reasons  for  Change 

The  targeted  jobs  tax  credit  is  intended  to  encourage  employers  to  hire  workers  who 
otherwise  may  be  unable  to  find  employment  and  to  subsidize  training  costs.   Job  creation 
incentives  are  required  in  the  current  economic  climate.   In  addition,  a  significant  number  of 
youth  in  the  United  States  lack  the  necessary  skills  to  meet  requirements  for  entry  level 
positions  and,  therefore,  are  unprepared  to  make  the  transition  from  school  to  the  workforce. 

The  Administration's  Proposal 

The  proposal  would  permanently  extend  the  targeted  jobs  tax  credit.   The  provision  is 
effective  for  individuals  who  begin  work  for  the  employer  after  June  30,  1992.   In  addition, 
the  targeted  jobs  tax  credit  would  be  expanded  to  include  youth  apprentices  beginning  work 
after  December  31,  1993,  in  connection  with  qualified  youth  apprenticeship  programs 
certified  after  that  date.   The  certification  would  be  made  by  a  local  educational  agency  or 
other  designated  local  agency. 

A  youth  apprentice  would  be  any  individual  aged  16  through  20  who  was  enrolled  in 
a  qualified  youth  apprenticeship  program  beginning  in  the  eleventh  or  twelfth  grade.   A 
program  would  be  considered  to  be  a  qualified  youth  apprenticeship  program  only  if  it  is  a 
planned  program  of  structured  job  training  designed  to  integrate  academic  instruction 
provided  by  an  educational  institution  and  work-based  learning. 

Before  a  youth  apprentice  began  work,  the  employer  would  have  to  receive  or  request 
a  certification  from  the  local  educational  agency  or  other  designated  local  agency  that  the 
individual  was  enrolled  in  a  qualified  youth  apprenticeship  program.    In  addition,  the 
employer  would  have  to  receive  periodic  written  assurances  that  the  youth  apprentice  was 
making  satisfactory  progress  in  completing  the  program. 

Because  the  youth  apprenticeship  program  is  designed  for  part-time  workers,  the 
credit  would  equal  40  percent  of  up  to  $3,000  of  first-year  wages,  for  a  maximum  credit  of 
$1,200.    In  addition,  the  number  of  apprentices  that  employers  could  take  into  account  in 
computing  the  credit  would  be  subject  to  an  annual  cap.   From  1994  through  1998,  80S,(XX) 
youth  :q}prentices  could  be  taken  into  account  in  computing  the  credit  (i.e..  12S,(XX)  in  1994; 
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140,000  in  1995;  160,000  in  1996;  180,000  in  1997;  and  200,000  in  1998). 

MAKING  THE  EXCLUSION  FOR  EMPLOYER-PROVIDED  EDUCATIONAL 
ASSISTANCE  PERMANENT 

Current  Law 

Under  current  law,  the  value  of  employer-provided  educational  assistance  is  included 
in  an  employee's  income  and  employment  tax  wages  unless  the  cost  of  the  assistance  would 
qualify  as  a  deductible  expense  of  the  employee  if  the  employee  had  incurred  the  expense 
directly.    Education  costs  incurred  by  an  employee  are  generally  deductible  if  they  maintain 
or  improve  the  employee's  skills  in  his  or  her  current  job  and  do  not  qualify  the  employee 
for  a  new  trade  or  business.    Thus,  for  example,  the  cost  of  retraining  for  a  new  job  is 
generally  not  deductible.   As  a  result,  such  retraining  is  generally  taxable  to  the  employee 
when  paid  for  by  his  or  her  employer. 

Under  prior  law,  amounts  paid  by  an  employer  with  respect  to  an  employee  under  an 
educational  assistance  program  were  excluded  from  the  employee's  gross  income  and 
employment  tax  wages  to  the  extent  that  the  value  of  the  assistance  did  not  exceed  $5,250 
f»er  year,  regardless  of  whether  the  expense  would  otherwise  have  been  deductible.    Such 
programs  were  subject  to  nondiscrimination  rules  to  ensure  that  the  assistance  was  not 
provided  primarily  to  higher-paid  employees.    The  educational  assistance  exclusion  expired 
for  benefits  provided  after  June  30,  1992. 

Reasons  for  Change 

The  exclusion  encourages  employers  to  provide,  and  employees  to  take  advantage  of, 
educational  assistance  and  thereby  increases  the  country's  productivity.    In  addition,  the 
absence  of  the  exclusion  imposes  significant  administrative  burdens  on  employers,  workers, 
and  the  IRS  by  forcing  them  to  distinguish  between  job-related  expenses  (which  are 
excludable  from  gross  income  under  current  law  when  paid  by  the  employer)  and  other 
employer-provided  educational  expenses. 

The  absence  of  the  exclusion  may  have  a  relatively  greater  effect  on  lower-income 
and  lower-skilled  individuals.    As  noted  above,  without  the  exclusion  the  value  of  employer- 
provided  educational  assistance  is  excludable  from  gross  income  and  employment-tax  wages 
only  if  the  education  directly  relates  to  the  employee's  current  job  and  does  not  qualify  the 
employee  for  a  different  trade  or  business.    Higher-income,  higher-skilled  individuals  may 
more  easily  satisfy  these  requirements  because  of  the  breadth  of  their  prior  training  and 
current  job  responsibilities. 

The  Administration's  Proposal 

The  proposal  would  permanently  extend  the  general  exclusion  for  employer-provided 
educational  assistance.   The  provision  is  effective  for  benefits  provided  after  June  30,  1992. 


This  concludes  my  prepared  remarks.    I  would  be  pleased  to  respond  to  your 
questions. 
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Chairman  Rangel.  Thank  you.  We  will  wait  for  the  whole  panel. 
Mr.  Primus. 

STATEMENT  OF  WENDELL  E.  PRIMUS,  DEPUTY  ASSISTANT 
SECRETARY  FOR  HUMAN  SERVICES  POLICY,  U.S.  DEPART- 
MENT OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Primus.  Mr,  Chairman,  members  of  the  subcommittees, 
thank  you  for  this  opportunity  to  discuss  the  effects  of  current  tax 
laws  on  work  incentives  and  poverty,  as  well  as  strategies  to  create 
alternatives  to  welfare. 

It  was  a  privilege  to  serve  for  15  years  on  the  staff  of  this  com- 
mittee. I  have  enormous  respect  for  this  committee  and  its  staff, 
and  it  is  an  honor  for  me  to  be  back  so  soon  testifying  on  behalf 
of  the  Clinton  administration. 

Thank  you  for  your  kind  remarks  when  you  introduced  this 
panel,  and  I  would  now  like  to  summarize  my  written  testimony. 

Mr.  Chairman,  you  have  demonstrated  a  real  commitment  to 
helping  low-income  working  people.  You  were  the  first  to  recognize 
and  hold  hearings  on  the  impact  of  Federal  tax  policy  on  the  work- 
ing poor.  The  hearings  you  held  in  1984  began  the  process  of 
strengthening  Government  policy  to  ameliorate  the  effects  of  pov- 
erty. 

At  that  time,  a  two-parent  family  of  four  with  poverty-level  earn- 
ings paid  almost  $1,100,  $1,075  to  be  precise,  or  10  percent  of  their 
income  in  Federal  income  and  employee  Social  Security  taxes.  In 
total,  poverty-level  families  had  their  incomes  lowered  by  almost  $2 
billion  because  of  Federal  taxes. 

Through  your  efforts  and  on  a  bipartisan  basis,  today,  1993,  this 
same  family  pays  no  taxes.  The  Social  Security  tax  is  completely 
offset  by  the  earned  income  tax  credit,  and  the  family  pays  no 
other  Federal  income  taxes. 

As  a  result  of  changes  to  tax  and  welfare  policy  developed  by  this 
committee,  the  recent  recession  produced  a  much  smaller  increase 
in  poverty  than  was  produced  in  the  recession  in  the  early  1980s. 
According  to  a  recent  study  released  by  the  Human  Resources  Sub- 
committee, between  1979  and  1983,  poverty  increased  by  12  million 
persons.  Part  of  the  problem  was  the  recession.  But  unfortunately, 
changes  in  Government  policy  accounted  for  5  to  5.5  million  of  the 
12  million  increase.  Tax  policy  changes  alone  between  1979  and 
1983  accounted  for  over  1  million  of  this  increase. 

Contrast  that  to  the  recession  of  1989  to  1991.  In  that  recession, 
poverty  overall  rose  by  3  million  persons.  In  this  case.  Government 
policy  was  beneficial,  for  it  prevented  another  1  million  individuals 
from  becoming  poor. 

In  1982,  Government  tax  and  welfare  policies  removed  3  million 
people  in  single-parent  families  from  the  ranks  of  the  poor,  while 
in  1991  Government  policy  removed  4.1  million  people  from  poverty 
in  these  kind  of  families.  In  other  words.  Government  tax  and  wel- 
fare policy  worked  better  during  the  last  recession. 

However,  State  budgetary  pressures  are  resulting  in  many  un- 
pleasant decisions.  For  example,  in  1992,  nine  States  have  cut 
nominal  AFDC  benefits. 

More  needs  to  be  done.  Many  poor  people  are  working,  but  thev 
are  still  poor.  Roughly  6  million  poor  people  live  in  families  with 
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a  full-time,  full-year  worker.  Several  times  that  number  lived  in 
families  in  which  someone  works  part  of  the  year.  The  reality  is 
that,  for  millions  of  Americans,  work  simply  does  not  pay. 

We  need  to  make  work  pay.  There  is  no  better  profamily  policy 
than  helping  the  working  poor.  These  are  families  at  the  economic 
brink,  families  working  hard  at  some  of  the  most  unpleasant  jobs 
in  this  country.  They  often  lack  medical  protection.  They  are  vul- 
nerable to  even  a  comparatively  modest  financial  or  medical  emer- 
gency. They  are  under  real  stress.  And  such  families  surely  must 
be  at  real  risk  of  splitting  apart  because  of  the  pressures  they  face. 

Can  we  talk  of  family  values  when  two-parent  working  families 
go  unprotected  from  poverty  and  medical  uncertainty?  Can  we  say 
we  believe  in  work  when  we  fail  to  reward  those  people  who  try 
to  choose  work  over  welfare? 

Today  more  children  live  in  poverty  than  at  any  time  since  1965. 
There  is  a  growing  body  of  literature  that  poverty,  by  itself,  is  det- 
rimental to  child  development.  We,  as  a  society,  can  no  longer  tol- 
erate over  one-fifth  of  our  children,  almost  one-half  of  black  chil- 
dren and  one-quarter  of  children  under  age  6,  in  poverty. 

A  starting  place  would  be  to  make  work  extremely  attractive, 
and  the  President  is  committed  to  doing  just  that. 

Part  of  the  answer  involves  ensuring  that  every  family  has  medi- 
cal protection,  whether  they  work  or  not.  That  will  come  with 
health  care  reform. 

The  expansion  in  the  earned  income  tax  credit  is  another  critical 
part,  as  was  explained  in  the  earlier  testimony. 

As  members  of  this  committee  well  know,  an  expanded  EITC  is 
a  pay  raise  for  the  working  poor.  No  money  goes  to  families  with- 
out workers.  When  the  administration's  proposal  is  fully  imple- 
mented, a  two-parent  family  of  four  with  poverty-level  earnings 
will  receive  a  Federal  tax  supplement  to  their  earnings  of  9  per- 
cent. Recall  that  this  same  family  back  in  1984  when  you  first  had 
those  hearings  had  a  debit  of  10  percent.  This  is  a  total  tax  change 
of  19  percent  expressed  as  a  percentage  of  earnings. 

The  expansion  sends  the  right  message  to  those  who  are  not 
working,  but  who  want  to  work,  and  it  sends  the  right  message  to 
those  on  welfare  seeking  a  way  off.  Helping  poor  working  families 
through  the  EITC  expansion  enhances  their  ability  to  be  independ- 
ent, and  it  supports  their  dignity.  It  leaves  choice,  coupled  with 
real  money,  in  their  hands.  Best  of  all,  they  do  not  have  to  suffer 
the  welfare  system  with  its  bureaucratic  hassles,  complicated  appli- 
cation forms,  and  perverse  incentives. 

The  EITC  should  be  a  supplement  to  work,  received  in  the  work- 
er's paycheck  as  current  law  provides,  and  we  must  strive  to  find 
ways  to  implement  it  even  more  effectively. 

The  proposed  expansion  in  the  EITC  will  substantially  increase 
the  antipoverty  effectiveness  of  Government  policy.  In  1984,  Fed- 
eral taxes  increased  the  number  of  poor  people  by  over  1.7  million 
as  shown  in  table  3.  In  1994,  if  the  President's  EITC  proposal  is 
enacted  and  fully  implemented,  over  2  million  people  will  be  re- 
moved from  poverty,  even  if  no  more  people  go  to  work,  and  we  ex- 
pect to  move  more  people  to  work.  This  is  a  change  of  nearly  4  mil- 
lion individuals  or  over  1.5  percent  of  the  population. 
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Instead  of  Federal  taxes  taking  $1  billion  from  poor  families  with 
children,  as  it  did  in  1984,  wages  will  be  supplemented  by  $3  bil- 
lion. 

I  would  now  like  to  discuss  the  larger  context  within  which  these 
reforms  are  contained.  Everyone  believes  in  work  and  family  and 
independence  and  responsibility,  and  everyone  is  frustrated  with 
the  current  system.  But  the  question  is  how  to  embrace  and  rein- 
force these  values. 

The  welfare  system  is  not  the  answer.  AFDC  benefits  have  been 
declining  for  years,  over  40  percent  since  1970,  but  caseloads  have 
risen  dramatically  anyway.  In  1992,  almost  4.8  million  families  re- 
ceived AFDC  each  month,  and  Federal  expenditures  were  $12.2  bil- 
lion. Caseloads  are  up  28  percent  since  1988.  These  increases  are 
{)artly,  but  certainly  not  entirely,  due  to  the  recent  recession.  Clear- 
y  something  is  not  working. 

The  President's  call  for  welfare  reform  comes  from  a  recognition 
that  welfare  for  many  Americans  has  meant  isolation,  stigma,  and 
humiliation.  The  call  to  end  welfare  as  we  know  it  is  not  a  call  to 
stop  aiding  low-income  families.  The  President  wants  to  change  the 
role  of  Grovernment  from  one  of  stepping  in  to  provide  support 
when  parents  are  unable  or  unwilling  ta  do  so  to  one  where  Gov- 
ernment supports  the  parents  in  their  proper  leadership  role  of 
nurturing  and  supporting  their  children.  The  President  seeks  to 
give  people  a  real  alternative  to  welfare,  a  genuine  opportunity  to 
regain  control  of  their  lives,  by  giving  people  the  support  they  need 
to  achieve  real  independence. 

But  in  exchange,  he  expects  them  to  meet  their  responsibilities. 
As  part  of  this  overall  effort.  President  Clinton  has  enunciated  four 
central  elements  in  his  reforms. 

Make  work  pay.  The  President  has  repeatedly  stressed  his  belief 
in  this  proposition,  and  he  has  proved  his  commitment  in  the  budg- 
et by  dramatically  expanding  the  EITC  and  the  targeted  jobs  tax 
credit. 

Health  reform  will  ensure  that  all  people,  especially  working  peo- 
ple, can  count  on  health  coverage,  and  child  care  will  be  a  critical 
element  as  well. 

Dramatically  improved  child  support  enforcement.  The  current 
system  is  a  disgrace.  The  obvious  starting  point  for  supporting  chil- 
cfren  is  to  look  for  support  from  both  parents.  The  fact  that  only 
one-third  of  single  parents  currently  received  any  court-ordered 
child  support  sends  the  worst  possible  signal  about  parental  roles 
and  responsibilities. 

Better  training  and  support.  The  Family  Support  Act  of  1988 
started  a  process  of  improved  employment  and  training  services, 
but  many  States,  as  you  well  know,  have  been  unable  to  use  all  of 
the  available  Federal  funds.  Making  the  JOBS  program  more  effec- 
tive will  be  a  key  feature  that  the  administration's  Welfare  Reform 
Task  Force  will  examine. 

Transition  people  to  work.  The  ultimate  goal  of  this  administra- 
tion is  to  make  welfare  truly  transitional  for  those  who  are  healthy 
and  able  to  work.  If  we  make  it  feasible  for  single  mothers  to  sup- 
port themselves  and  nurture  their  families,  then  we  can  and  should 
expect  people  to  take  advantage  of  opportunities  and  move  to  mar- 
ket work. 
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Taken  together,  these  steps  will  create  an  end  to  welfare  as  we 
know  it.  These  are  not  isolated,  uncoordinated  proposals.  Rather 
they  form  a  coherent  whole  which  must  be  considered  together  as 
a  package. 

Making  welfare  more  time-limited  for  those  who  are  healthy  and 
employable  is  not  the  whole  plan.  Unless  work  pays,  unless  both 
parents  are  expected  to  help  support  their  children,  unless  strong 
employment  training  and  support  programs  exist,  time  limits  will 
not  achieve  their  purpose. 

But  if  we  truly  offer  an  alternative  to  work,  if  people  really  can 
support  themselves,  if  people  who  play  by  the  rules  do  not  lose  the 
game,  then  welfare  really  can  be  transformed. 

It  is  time  to  be  bold.  The  real  hope  is  to  replace,  rather  than  re- 
form, welfare.  That  requires  making  independence  and  self-support 
genuinely  feasible.  The  President  calls  on  Government  to  support, 
rather  than  supplant,  the  efforts  of  parents.  He  asks  that  we  rein- 
force work. 

For  12  years,  we  have  talked  about  the  dignity  of  work,  while 
wages  were  falling  and  incentives  to  work  eroded.  The  new  budget 
seeks  to  reverse  the  decades  of  slow  growth.  In  the  long  run,  a 
strong  and  growing  economy  and  a  talented  and  motivated  work 
force  is  the  best  prowork,  profamily  policy  there  is.  The  welfare  re- 
form effort  will  be  a  critical  part  of  the  effort,  for  it  seeks  to  give 
back  dignity,  independence,  control,  and  responsibility  to  those  at 
the  economic  bottom  of  our  society.  It  signals  a  real  commitment 
to  the  future  of  families  and  children. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  WENDELL  E.  PRIMUS 

Deputy  Assistant  Secretary  for  Human  Services  Policy 

U^.  Department  of  Health  and  Human  Services 

Mr.  Chairmen,  Members  of  the  Subcommittee,  thank  you  for  this 
opportunity  to  discuss  the  effects  of  current  tax  laws  on  work 
incentives  and  poverty  as  well  as  strategies  to  create 
alternatives  to  welfare.   My  name  is  Wendell  Primus  and  I  am  the 
Deputy  Assistant  Secretary  for  Human  Services  Policy  in  the 
Office  of  the  Assistant  Secretary  for  Planning  and  Evaluation, 
Department  of  Health  and  Human  Services.   It  was  a  privilege  to 
serve  for  15  years  on  the  staff  of  this  Committee.   I  have 
enormous  respect  for  this  Committee  and  its  staff,  and  it  is  an 
honor  for  me  to  be  back  so  soon  testifying  on  behalf  of  the 
Clinton  Administration.   1  look  forward  to  working  with  you. 

INTRODUCTION 

Mr.  Chairmen,  you  have  demonstrated  a  real  commitment  to  helping 
low-income  working  people.   The  hearings  you  held  in  1984  began 
the  process  of  strengthening  government  policy  to  ameliorate  the 
effects  of  poverty.   At  that  time,  a  two-parent  family  of  four 
with  poverty  level  earnings  paid  almost  $1,100  or  10  percent  of 
their  income  in  federal  income  and  employee  Social  Security 
taxes.   In  total,  poverty  level  families  had  their  incomes 
lowered  by  almost  2  billion  dollars  because  of  federal  taxes. 
Through  your  efforts  and  on  a  bipartisan  basis,  today  —  1993  -- 
this  same  family  pays  no  taxes .   The  Social  Security  tax  is 
completely  offset  by  the  earned  income  tax  credit  and  the  family 
pays  no  federal  income  taxes . 

As  a  result  of  changes  to  tax  and  welfare  policy  developed  by 
these  Subcommittees  and  the  full  Committee,  the  recent  recession 
produced  a  much  smaller  increase  in  poverty  than  was  produced  in 
the  recession  in  the  early  1980s.   According  to  a  study  released 
by  the  Human  Resources  Subcommittee,  between  1979  and  1983, 
poverty  increased  by  12  million  persons.   Part  of  the  problem  was 
the  recession.   But  unfortunately,  changes  in  government  policy 
accounted  for  5  million  of  the  12  million  increase.   Tax  policy 
changes  alone  between  1979  and  1983  accounted  for  over  1  million 
of  this  increase.   Government  policies  almost  doubled  the  effect 
of  the  recession  --  without  the  policies  poverty  would  have  risen 
by  6  million  (see  Table  1). 

Contrast  that  to  the  recession  of  1989-1991.   In  that  recession, 
poverty  overall  rose  by  3  million  persons,  while  poverty  before 
tax  and  transfer  income  are  added  rose  by  almost  6  million.   In 
this  case  government  policy  was  beneficial  for  it  prevented 
another  1  million  people  from  becoming  poor.   Government  policy, 
especially  tax  policy,  now  is  doing  far  more  to  protect  people 
who  fall  victim  to  the  economic  pressures  of  recession. 

It  is  instructive  to  consider  what  happened  to  the  especially 
vulnerable  group  of  single-parent  families.   In  1982,  government 
tax  and  welfare  policies  removed  3.0  million  people  in  single- 
parent  families  from  the  ranks  of  the  poor,  while  in  1991, 
government  tax  and  welfare  policy  removed  4.1  million  people  from 
poverty.   In  other  words,  government  tax  and  welfare  policy 
worked  better  during  the  latest  recession  (see  Table  2). 

However,  1992  data  is  beginning  to  portray  a  setback.   Even  as 
the  recession  ends,  state  budgetary  pressures  are  resulting  in 
many  unpleasant  decisions.   For  example,  according  to 
Congressional  Research  Service  data,  in  1992,  9  states  cut 
nominal  AFDC  benefits.   Typically,  zero,  one,  or  two  states 
reduce  benefits  in  a  given  year. 

I  commend  the  Chairmen  and  Members  of  the  Subcommittees,  as  well 
as  the  Members  of  the  full  Committee,  for  their  achievements  in 
this  area.   But  more  needs  to  be  done. 
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MAKING  WORK  PAY 

Many  poor  people  are  working,  but  they  are  still  poor.   Roughly  6 
million  poor  people  live  in  feunilies  with  a  full-year,  full-time 
worker.   Several  times  that  number  live  in  feunilies  in  which 
someone  works  part  of  the  year.   The  reality  is  that  for  millions 
of  Americans  work  simply  does  not  pay. 

We  need  to  make  work  pay.   There  is  no  better  pro-family  policy 
than  helping  the  working  poor,  for  the  bulk  of  these  6  million 
persons  are  in  families  with  two  parents.   These  are  families  at 
the  economic  brink,  families  working  hard  at  some  of  the  most 
unpleasant  jobs  in  this  country.   They  often  lack  medical 
protection.   They  are  vulnerable  to  even  a  comparatively  modest 
financial  or  medical  emergency.   They  are  under  real  stress.   And 
such  families  surely  must  be  at  real  risk  of  splitting  apart 
because  of  the  pressures  they  face. 

But  the  failure  to  support  work  not  only  has  implications  for  two 
parent  families;  it  also  helps  to  create  welfare  dependency.   For 
in  most  states,  unless  a  single  parent  can  get  a  full-time  job 
paying  at  least  $6  to  $7  per  hour  with  full  health  benefits,  find 
inexpensive  day  care,  and  arrange  transportation,  that  parent  is 
economically  better  off  on  welfare.   It  is  not  that  welfare  pays 
so  much,  rather  work  pays  so  little. 

Can  we  talk  of  family  values  when  two  parent  working  families  go 
unprotected  from  poverty  and  medical  uncertainty?  Can  we  say  we 
believe  in  work  when  we  fail  to  reward  those  people  who  try  to 
choose  work  over  welfare? 


Today  more  children  (14.3  million)  live  in  poverty  than  at  any 
time  since  1965.   There  is  a  growing  body  of  literature  that 
poverty  by  itself  is  detrimental  to  child  development.   We  as  a 
society  can  no  longer  tolerate  over  a  fifth  of  our  children, 
almost  one-half  of  black  children  and  one-quarter  of  children 
under  age  six  in  poverty. 


EXPANDED  EITC 

A  Starting  place  would  be  to  make  work  extremely  attractive.   And 
the  President  is  committed  to  doing  just  that.   Part  of  the 
answer  involves  ensuring  that  every  family  has  medical  protection 
whether  they  work  or  not.   That  will  come  with  health  care 
reform.   The  expansion  in  the  Earned  Income  Tax  Credit  (EITC)  is 
another  critical  part. 

As  members  of  this  Committee  well  know,  an  expanded  EITC  is  a  pay 
raise  for  the  working  poor.   No  money  goes  to  families  without 
workers.   When  the  Administration's  proposal  is  fully 
implemented,  a  two-parent  feimily  of  four  with  poverty  level 
earnings  will  receive  a  federal  tax  supplement  to  their  earnings 
of  9  percent.   Recall  that  this  same  family  in  1984  had  a  debit 
of  10  percent.   This  is  a  total  tax  change  of  19  percent 
expressed  as  a  percentage  of  earnings . 

The  expansion  sends  the  right  message  to  those  who  are  not 
working,  but  who  want  to  work  more.   And  it  sends  the  right 
message  to  those  on  welfare  seeking  a  way  off.   Helping  poor 
working  families  through  the  EITC  expansion  enhances  their 
ability  to  be  independent  and  supports  their  dignity  —  it  leaves 
choice,  coupled  with  real  money,  in  their  hands.   Best  of  all, 
they  do  not  have  to  suffer  the  welfare  system  with  its 
bureaucratic  hassles,  complicated  application  forms,  and  perverse 
incentives.   The  EITC  should  be  a  supplement  to  work  received  in 
the  worker's  paycheck  as  current  law  provides,  and  we  must  strive 
to  find  ways  to  implement  it  even  more  effectively. 
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Compared  to  having  no  EITC  at  all,  the  proposed  EITC  would  amount 
to  a  40  percent  higher  return  from  working.   Compared  to  current 
law,  a  two  parent  family  with  two  children  and  one  full-time 
minimum  wage  worker  will  get  $1,000  more  per  year.   In  effect, 
this  budget  raises  the  pay  for  such  a  person  by  13  percent  over 
what  the  situation  was  previously. 

Single  parents  considering  work  instead  of  welfare  will  see  a 
similar  increase.   For  example,  a  woman  with  two  children  in 
Pennsylvania  earning  $10,000  a  year  now  has  only  $2,000  more 
Income  than  a  welfare  mother  with  no  earnings.   Under  the  Clinton 
proposed  increase,  this  family  will  have  an  additional  $1,300,  or 
$3,300  more  than  the  non-working  welfare  mother.   The  return  to 
work  for  this  family  has  increased  by  65  percent. 

More  generally,  the  proposed  expansion  in  the  EITC  will  substan- 
tially increase  the  anti-poverty  effectiveness  of  government  tax 
and  welfare  policy.   In  1984,  if  cash  and  near-cash  means-tested 
transfers  are  counted.  Federal  taxes  including  the  EITC, 
increased  the  number  of  poor  people  by  over  1.7  million  (see 
Table  3).   In  1994,  if  the  President's  EITC  proposal  is  enacted, 
over  2  million  people  will  be  removed  from  poverty  even  if  no 
more  people  go  to  work.   And  we  expect  to  move  more  people  to 
work. 

As  shown  in  Table  3,  instead  of  Federal  taxes  taking  $1  billion 
dollars  from  poor  families  with  children  as  it  did  in  1984,  wages 
will  be  supplemented  by  $3  billion. 

But  expansions  to  the  EITC  and  the  Targeted  Jobs  Tax  Credit 
(TJTC),  as  well  as  an  extension  to  employer-provided  educational 
assistance  are  only  part  of  the  picture.   Since  your  Subcommit- 
tees, and  indeed  the  full  Committee,  have  such  a  crucial  role  to 
play  in  accomplishing  the  President's  program,  I  would  like  to 
discuss  the  larger  context  within  which  these  reforms  are 
contained. 


LARGER  CONTEXT 

Everyone  believes  in  work  and  family  and  independence  and 
responsibility.   And  everyone  is  frustrated  with  the  current 
system.   But  the  question  is  how  to  embrace  and  reinforce  these 
values? 

The  welfare  system  is  not  the  answer:  AFDC  benefits  have  been 
declining  for  years,  over  40  percent  since  1970,  but  caseloads 
and  costs  have  risen  dr2unatically  anyway.  In  1992,  about  4.8 
million  families  received  AFDC  each  month  and  Federal  expendi- 
tures were  $12.2  billion.  Caseloads  are  up  28%  since  1988. 
These  increases  are  partly,  but  certainly  not  entirely,  due  to 
the  recent  recession.   Clearly  something  is  not  working. 

President  Clinton  has  called  for  an  end  to  welfare  as  we  know  it. 
He  asks  not  for  welfare  tinkering,  but  to  replace  the  current 
system.   He  argues  that  to  restore  dignity  and  hope  and  indepen- 
dence, we  must  find  a  way  to  make  it  practical  for  people  to 
support  themselves,  to  move  people  off  welfare.   Many  of  the 
reform  efforts  to  date  have  sought  to  change  rules  for  people  on 
welfare,  rather  than  to  move  them  off  welfare. 

The  President's  call  for  welfare  reform  comes  from  a  recognition 
that  welfare  for  many  Americans  has  meant  isolation,  stigma,  and 
humiliation.   It  has  meant  being  stuck  in  a  system  that  everyone 
dislikes.   The  call  to  end  welfare  as  we  know  it  is  not  a  call  to 
stop  aiding  low-income  families.   The  President  wants  to  change 
the  role  of  government  from  one  of  stepping  in  to  provide  support 
when  parents  are  unable  or  unwilling  to  do  so,  to  one  where 
government  supports  the  parents  in  their  proper  leadership  role 
of  nurturing  and  supporting  their  children.   The  President  seeks 
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to  give  people  a  real  alternative  to  welfare,  a  genuine 

opportunity  to  regain  control  of  their  lives  by  giving  people  the 

support  they  need  to  achieve  real  independence.  But  in  exchange, 
he  expects  them  to  meet  their  responsibilities. 

As  part  of  this  overall  effort,  President  Clinton  has  enunciated 
four  central  elements  in  his  reforms . 

o    Make  Work  Pay  —  As  I  discussed  before,  the  critical 

starting  point  for  helping  people  to  leave  welfare  is  to 
ensure  that  people  who  work  are  not  poor.   Work  must  be  much 
more  attractive  than  welfare.   The  President  has  repeatedly 
stressed  his  belief  in  this  proposition  and  he  proved  his 
commitment  in  the  budget  by  dramatically  expanding  the  EITC 
and  the  TJTC .   In  addition,  health  reform  will  ensure  that 
all  people,  especially  working  people,  can  count  on  health 
coverage.   And  child  care  will  be  a  critical  element  as 
well . 

o    Dramatically  Improved  Child  Support  Enforcement  --  Current 
child  support  enforcement  is  a  disgrace.   The  obvious 
starting  point  for  supporting  children  is  to  look  for 
support  from  both  parents.   The  fact  that  only  one-third  of 
single  parents  currently  receive  any  court-ordered  child 
support  sends  the  worst  possible  signal  about  parental  roles 
and  responsibilities.   There  are  many  changes  that  can  be 
made  ranging  from  paternity  establishment  in  the  hospital  to 
a  central  clearinghouse  for  all  collections  as  well  as  a 
much  greater  role  for  the  Federal  government. 

o    Better  Training  and  Support  —  The  Family  Support  Act  of 

1988  started  a  process  of  improved  employment  and  training 
services.   But  many  states  have  been  unable  to  use  all 
available  Federal  funds  (because  of  an  inability  to  find  the 
State  match  money) .   Making  the  JOBS  program  more  effective 
will  be  a  key  feature  that  the  Administration's  welfare 
reform  task  force  will  examine.   The  changes  to  employer- 
provided  educational  assistance  mesh  nicely  with  this  goal. 

o    Transition  People  to  Work  —  The  ultimate  goal  of  this 

Administration  is  to  make  welfare  truly  transitional  for 
those  who  are  healthy  and  able  to  work.   If  we  make  it 
feasible  for  single  mothers  to  support  themselves  and 
nurture  their  families,  then  we  can  and  should  expect  people 
to  take  advantage  of  opportunities  and  move  to  market  work. 
If,  after  two  years,  they  are  unable  to  find  a  job  on  their 
own,  then  providing  some  form  of  public  work  seems  appro- 
priate. 

Taken  together  these  steps  will  create  an  end  to  welfare  as  we 
know  it.  These  are  not  isolated,  uncoordinated  proposals;  rather 
they  form  a  coherent  whole  which  must  be  considered  together  as  a 
package. 

Making  welfare  more  time-limited  for  those  who  are  healthy  and 
employable  is  not  the  whole  plan.   Unless  work  pays,  unless  both 
parents  are  expected  to  help  support  their  children,  unless 
strong  employment,  training,  and  support  programs  exist,  time- 
limits  won't  achieve  their  purpose.   But  if  we  truly  offer  an 
alternative  to  work,  if  people  really  can  support  themselves,  if 
people  who  play  by  the  rules  do  not  lose  the  game,  then  welfare 
really  can  be  transformed. 

For  many  years  until  the  Family  Support  Act  of  1988,  Federal 
welfare  policy  relied  exclusively  on  state  efforts  to  reform 
welfare.   These  efforts  continue  today.   At  their  best,  state 
initiatives  have  been  important  innovations  that  helped  other 
states  find  a  vision  of  reform.   We  must  continue  such  innova- 
tion.  Still,  many  state  innovations  have  actually  involved 
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relatively  modest  changes  in  the  nature  of  welfare  —  sometimes 
more  symbolic  than  anything. 

It  is  time  to  be  bolder.   The  real  hope  is  to  replace,  rather 
than  reform,  welfare.   That  requires  making  independence  and 
self-support  genuinely  feasible.   The  President  calls  on 
government  to  support  rather  than  supplant  the  efforts  of 
parents.   He  asks  that  we  reinforce  work.   For  12  years  we've 
talked  about  the  dignity  of  work  while  wages  were  falling  and 
incentives  to  work  eroded.   The  new  budget  seeks  to  reverse  the 
decades  of  slow  growth.   The  President  calls  for  renewed 
investment  in  the  education  and  development  of  our  children.   As 
a  study  released  last  week  underscored,  poverty  is  seriously 
dcimaging  many  of  our  children. 

In  the  long  run,  a  strong  and  growing  economy  and  a  talented  and 
motivated  work  force  is  the  best  pro-work,  pro-family  policy 
there  is.   The  welfare  reform  effort  will  be  a  critical  part  of 
the  effort,  for  it  seeks  to  give  back  dignity,  independence, 
control,  and  responsibility  to  those  at  the  economic  bottom  of 
our  society.   It  signals  a  real  commitment  to  the  future  of 
families  and  children. 
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TABLE    1.       SOURCES    OF    INCREASE    IM   THE    POVERTY 
POPULATION   FOR  THE   ENTIRE    POPULATION    (in   thousands) 

Increased  Number  of  After- 
Transfer  Poor  Due  to: 

1979-89 

1979-83 

1989-91 

Population,    Demographics 
and  Market    Income 

3,248 

6,048 

3,759 

Transfer   Program  Changes 

2,931 

4,349 

-119 

Federal   Tax  Policy  Changes 

547 

1,311 

-812 

Net   increase 

6,726 

11,708 

2,829 

Note:      The  definition  of  poverty  includes  the  value  of  all 

cash  transfers,  plus  the  value  of  food  stamps,  housing 
programs,  and  school  lunches  and  subtracts  Federal 
income  taxes  and  the  employee  portion  of  Federal 
payroll  taxes.   See  the  Committee  print  for  additional 
details. 

Source:   Table  31,  p.  141,  Sources  of  the  Increases  in  Poverty. 
Work  Effort,  and  Income  Distribution  Data.  January  26, 
1993,  Subcommittee  on  Human  Resource  of  the  Committee 
on  Ways  and  Means,  Committee  Print  WMCP :  103-2. 
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TABLE    2.       ANTI POVERTY    EFFECTIVENESS    OF    GOVERNMENTAL 

POLICY    FOR    INDIVIDUALS    IN    SINGLE-PARENT    FAMILIES 

WITH   CHILDREN 

Number   of   Poor   Individuals: 
(thousands) 

1982 

1991 

.    Cash   Income   Before   Transfers 

13,594 

16,387 

After   Social    Insurance,    Cash 
and  Near-Cash    (Food  and  Housing 
Benefits) 

10,312 

12,452 

After  Federal  Taxes 

10,611 

12,263 

Total   Number   of    Individuals 
Removed   from  Poverty 

2,983 

4,124 

Source:    1992  Green  Book  and  table  45,  p.  86,  Sources  of  the 
Increases  in  Poverty.  Work  Effort,  and  Income 
Distribution  Data.  January  26,  1993,  Subcommittee  on 
Human  Resource  of  the  Committee  on  Ways  and  Means, 
Committee  Print  WMCP:  103-2. 
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Chairman  Rangel.  Thank  you,  Mr.  Primus. 
Ms.  Lullo. 

STATEMENT  OF  MARGARET  J.  LULLO,  DEPUTY  ASSISTANT 
COMMISSIONER,  TAXPAYER  SERVICES,  INTERNAL  REVENUE 
SERVICE,  ACCOMPANIED  BY  ROBERT  J.  CARVER,  DEPUTY 
ASSISTANT  COMMISSIONER,  RETURNS  PROCESSING 

Ms.  Lullo.  Mr.  Chairman  and  members  of  the  subcommittees, 
my  name  is  Margaret  Lullo.  I  am  the  Deputy  Assistant  Commis- 
sioner for  Taxpayer  Services  with  the  Internal  Revenue  Service. 

I  appreciate  the  invitation  to  represent  the  Internal  Revenue 
Service  before  your  subcommittees  to  discuss  the  earned  income 
tax  credit  and  various  other  tax  incentives. 

As  indicated  previously,  Robert  Carver,  the  Deputy  Assistant 
Commissioner  for  Return  Processing,  is  with  me  today. 

My  testimony  today  is  intended  to  supplement  that  of  the  De- 
partment of  the  Treasury  and  will  concentrate  on  IRS's  administra- 
tion of  these  provisions. 

The  Internal  Revenue  Service  is  responsible  for  educating  the 
public  on  the  benefits  provided  to  taxpayers  through  the  tax  sys- 
tem, as  well  as  on  the  rules  pertaining  to  their  tax  obligations.  We 
use  a  variety  of  media  to  convey  the  information  needed  for  tax- 
payers to  benefit  from  and  comply  with  our  tax  laws. 

Today  I  will  focus  on  the  current  administration  of  the  earned  in- 
come tax  credit  for  low-income  taxpayers  in  my  summary  of  my 
written  statement. 

For  tax  year  1992,  qualified  low-income  workers  are  entitled  to 
claim  a  refundable  earned  income  credit  of  up  to  $1,324  if  they  live 
with  one  qualifying  child.  If  two  or  more  qualifying  children  live 
with  them,  the  maximum  credit  can  be  as  much  as  $1,384. 

The  earned  income  credit  generally  begins  to  phase  out  once  the 
income  reaches  $11,850,  and  for  tax  year  1992,  the  credit  is  com- 
pletely phased  out  at  incomes  of  $22,370  or  more. 

A  qualifying  child  is  a  child  who  meets  a  relationship  test,  a  resi- 
dency test,  and  an  age  test.  The  credit  is  based  on  earned  income, 
which  includes  all  wages,  salaries,  tips,  and  other  employee  com- 
pensation, and  net  earnings  from  self-employment. 

Earned  income,  for  purposes  of  the  earned  income  credit,  also  in- 
cludes nontaxable  compensation  such  as  the  basic  quarters  and 
subsistence  allowances  for  the  military  and  clergy,  the  value  of 
meals  and  lodging  furnished  for  the  convenience  of  the  employer, 
and  excludable  employer-provided  dependent  care  benefits. 

In  addition  to  the  basic  earned  income  credit,  there  are  two  com- 
ponents of  the  earned  income  credit.  One  is  the  young  child  credit, 
which  is  available  to  taxpayers  with  qualifying  children  under  the 
age  of  1  year.  For  1992,  the  maximum  amount  for  this  component 
was  $376.  If  a  taxpayer  claims  the  young  child  credit,  the  taxpayer 
may  not  also  claim  other  dependent  care  benefits  for  that  child. 

A  third  component  of  the  earned  income  credit  is  the  health  in- 
surance credit  to  taxpayers  who  provide  health  insurance  coverage 
for  their  qualifying  children.  The  maximum  amount  for  1992  for 
this  component  was  $451.  If  a  taxpayer  claims  this  credit,  the  tax- 
payer may  not  also  deduct  this  amount  as  an  itemized  medical  ex- 
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pense  deduction  or  as  a  health  insurance  deduction  if  they  are  self- 
employed. 

There  are  two  ways  to  claim  the  basic  credit.  Taxpayers  may  get 
the  credit  when  they  file  their  tax  returns  or  as  an  advance  credit 
that  is  paid  by  their  employers  as  part  of  their  regular  salary.  Most 
taxpayers  choose  to  get  the  earned  income  credit  when  they  file 
their  returns.  In  order  to  do  this,  taxpayers  must  file  a  form  1040 
or  form  1040A  with  a  schedule  EIC.  They  may  fully  compute  their 
own  credit  or  supply  the  Internal  Revenue  Service  with  basic  infor- 
mation, and  we  will  calculate  the  credit  for  them. 

Taxpayers  who  appear  to  qualify  for  the  credit,  but  do  not  claim 
it  on  their  tax  return,  will  receive  a  notice  containing  the  schedule 
EIC,  explaining  their  potential  eligibility  for  the  credit.  When  the 
taxpayer  responds  with  the  schedule  EIC,  IRS  will  determine  the 
correct  amount  of  the  credit.  When  claiming  the  credit,  taxpayers 
must  provide  the  Social  Security  number  of  the  qualifying  child  if 
the  child  is  1  year  or  older. 

Employees  may  also  elect  to  receive  the  basic  earned  income 
credit  in  advance  payments  from  their  employers  during  the  year 
along  with  their  regular  pay,  instead  of  as  a  lump  sum  refund  or 
tax  credit  upon  filing  their  returns.  To  get  the  credit  in  advance, 
an  employee  must  complete  a  form  W-5,  Earned  Income  Credit  Ad- 
vance Payment  Certificate,  and  submit  it  to  his  or  her  employer. 
If  advance  EIC  payments  are  received,  the  taxpayer  must  file  a 
form  1040  or  1040A  with  the  schedule  EIC  to  claim  additional  com- 
ponents of  the  credit  and  to  report  the  amount  received  throughout 
the  year. 

In  1990,  Congress  simplified  the  eligibility  rules  for  claiming  the 
earned  income  credit  and  in  the  conference  report  required  tax- 
payers to  file  a  form  to  claim  the  credit.  However,  new  rules  for  the 
young  child  credit  and  health  insurance  credits  added  complexity 
to  the  law.  Because  of  the  interdependency  rules  in  determining 
whether  to  claim  the  young  child  credit,  taxpayers  may  have  to 
compute  their  credit  on  both  form  2441,  Child  and  Dependent  Care 
Expenses,  and  on  schedule  Earned  Income  Credit  in  order  to  deter- 
mine which  provides  the  greater  benefit. 

Also,  in  claiming  the  health  insurance  credit,  taxpayers  must  re- 
duce any  medical  expense  deduction  by  the  amount  of  the  credit 
claimed. 

These  additional  earned  income  credit  components,  which  were 
added  for  the  first  time  for  tax  year  1991,  can  result  in  errors  by 
taxpayers.  Any  errors  can  delay  IRS  processing  and  therefore  any 
refund  that  includes  these  credits.  Undue  complications  may  also 
discourage  taxpayers  from  claiming  credits  which  are  intended  for 
them. 

I  would  like  to  talk  to  you  briefly  about  some  of  our  outreach  ef- 
forts. I  believe  each  of  you  should  have  received  a  booklet  that  con- 
tains examples  of  some  of  the  informational  materials  which  we 
distribute  to  the  media  to  publicize  the  credit,  materials  we  use  in 
our  outreach  seminars,  and  items  we  issue  to  employers,  so  that 
they  can  give  notification  to  their  employees. 

Over  the  past  few  years,  IRS  has  taken  a  number  of  actions  to 
ensure  that  qualifying  taxpayers  received  earned  income  credits 
that  are  intended  for  them.  We  have  conducted  educational  pro- 
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grams  to  alert  taxpayers  to  the  availability  of  the  earned  income 
credit  and  the  advance  earned  income  credit.  We  have  designed 
both  traditional  media  releases  and  nontraditional  promotional  ef- 
forts. We  have  also  entered  into  cooperative  ventures  with  outside 
organizations  that  are  interested  in  protecting  the  welfare  of  chil- 
dren. 

We  are  very  proud  of  our  outreach  efforts  in  this  area.  We  be- 
lieve that  we  have  been  successful  in  reaching  a  high  proportion  of 
taxpayers  who  are  eligible  for  this  tax  benefit. 

For  instance,  a  1991  Simmons  Market  Research  Bureau  study 
that  was  conducted  for  IRS  to  help  us  identify  market  segments  to 
target  our  publicity  efforts  estimated  that  the  number  of  house- 
holds earning  less  than  $20,000  with  1  or  more  children  was  ap- 
proximately 16  million.  In  tax  year  1990,  12.5  million  returns  were 
filed  claiming  $7.5  billion  in  earned  income  credit.  And  in  tax  year 
1991,  the  number  of  returns  claiming  earned  income  credit  was  al- 
most 14  million  for  a  total  of  $11.2  billion. 

We  believe  that  a  large  portion  of  the  difference  in  the  number 
of  low-income  households  potentially  eligible  for  the  credit  based  on 
income  and  the  number  that  actually  claim  the  credit  may  be  be- 
cause the  definition  of  income  used  in  the  study  included  income 
from  sources  other  than  earned  income,  such  as  welfare,  unemploy- 
ment, Social  Security  payments,  alimony,  and  child  support  pay- 
ments. To  qualify  for  the  credit,  taxpayers  must  have  earned  in- 
come. 

Also  we  realize  that  some  individuals  in  the  study,  who  may  not 
otherwise  be  required  to  file  a  return,  do  not  realize  that  they  are 
entitled  to  the  earned  income  credit. 

Some  specific  examples  of  our  publicity  and  outreach  efforts  are 
including  the  earned  income  schedule  EIC  in  every  1040  and  1040A 
tax  package.  This  gets  the  information  into  the  hands  of  every 
American  who  receives  a  tax  package. 

Publication  596,  which  is  on  the  earned  income  credit,  has  been 
completely  revised  both  in  content  and  format.  The  language  has 
been  simplified  and  color  graphics  added  to  help  explain  the  new 
rules.  The  publication  has  oeen  distributed  as  part  of  our  outreach 
efforts.  It  is  printed  in  both  English  and  Spanish. 

Public  Affairs  Officers  and  Taxpayer  Education  Coordinators  in 
each  of  our  63  Internal  Revenue  Service  districts  across  the  country 
have  been  given  publicity  materials,  including  media  and  nonmedia 
kits,  posters,  factsheets,  brochures,  a  consumer  videotape,  and  tele- 
vision and  radio  public  service  announcements.  We  also  developed 
a  special  envelope  notice,  or  "stuffer,"  which  was  included  in  pay- 
checks, bank  statements,  and  utility  bills  across  the  country. 

An  independent  aspect  of  our  earned  income  credit  publicity  is 
the  information  campaign  being  developed  by  the  Center  for  Budg- 
et and  Policy  Priorities  for  the  13,000-member  service  organiza- 
tions. We  are  coordinating  with  them  and  providing  20,000  earned 
income  credit  posters  for  use  by  their  members.  This  year  our  pub- 
licity includes  instructions  for  claiming  the  advance  earned  income 
credit.  All  of  our  information  includes  information  on  the  advance 
earned  income  credit. 

IRS  field  personnel  have  been  and  continue  to  conduct  outreach 
sessions,  train  volunteer  income  tax  assisters,  or  VITA  volunteers, 
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to  meet  with  the  media  and  to  work  with  local  organizations  to  dis- 
seminate the  information  and  materials  that  we  develop.  The  goal 
is  to  reach  all  individuals  who  are  potentially  eligible  for  the 
earned  income  credit. 

The  training  provided  to  volunteer  assisters,  as  well  as  our  own 
assisters,  includes  information  on  the  earned  income  credit  and  the 
advance  earned  income  credit. 

In  considering  any  changes  to  the  earned  income  tax  credit  or 
other  tax  provisions,  IRS  urges  the  Congress  to  simplify  the  rules 
to  the  extent  possible.  It  is  extremely  important  to  both  taxpayers 
and  to  the  fairness  of  the  tax  system  that  taxpayers  be  able  to  un- 
derstand and  voluntarily  fulfill  their  tax  obligations.  If  the  rules 
can  be  simplified,  both  taxpayers  and  the  IRS  will  make  fewer  er- 
rors, and  the  costs  and  burdens  of  the  tax  system  will  be  reduced. 

Taxpayers  and  practitioners  alike  have  expressed  frustration 
with  computing  the  two  additional  components  of  the  earned  in- 
come credit.  Our  figures  for  tax  year  1991  show  that  there  were 
105,000  returns  where  the  young  child  credit  was  computed  erro- 
neously and  75,000  returns  with  errors  attributable  to  the  health 
insurance  credit. 

The  proposed  repeal  of  the  health  insurance  credit  and  the  sup- 
plemental young  child  credit  would  simplify  the  schedule  EIC  and 
would  reduce  taxpayer  error  rates.  The  repeal  would  also  eliminate 
errors  on  tax  returns  which  stem  from  the  limitations  between 
these  additional  credits  and  other  deductions  or  credits  permitted 
elsewhere  on  the  tax  return.  Such  simplification  will  ease  the  bur- 
den of  taxpayers  who  are  most  in  need  of  the  credit. 

Finally,  I  would  like  to  make  one  last  point.  We  at  the  Internal 
Revenue  Service  strongly  believe  that  the  introduction  of  the  sched- 
ule EIC  has  significantly  reduced  the  number  of  errors  made  by 
taxpayers  in  computing  tne  credit. 

For  example,  in  tax  year  1990,  the  error  rate  was  7.3  percent 
without  the  schedule.  With  the  introduction  of  the  schedule  in  tax 
year  1991,  the  error  rate  declined  to  5.6  percent,  even  though 
changes  were  made  to  the  eligibility  requirements  for  the  EIC.  Pre- 
liminary figures  for  1992  indicate  that  the  error  rate  is  down  to  3 
percent. 

In  addition,  the  schedule  is  important  because  it  helps  taxpayers 
accurately  compute  the  credit  and  gives  IRS  information  that  is  not 
otherwise  available  from  the  tax  returns,  such  as  nontaxable 
earned  income.  We  believe  the  schedule  helps  taxpayers  and  the 
IRS  accurately  compute  and  verify  the  credit. 

In  conclusion,  I  would  like  to  thank  the  subcommittees  for  this 
opportunity  to  discuss  the  current  rules  for  the  earned  income  tax 
credit  and  other  tax  incentives.  We  believe  the  proposals  made  by 
the  Department  of  the  Treasury  to  simplify  the  rules  and  to  in- 
crease the  basic  amount  of  the  earned  income  credit  will  help  low- 
income  families  who  are  entitled  to  this  credit. 

We  look  forward  to  working  with  the  department  and  with  you 
and  your  staffs  as  you  consider  these  proposals. 

[The  prepared  statement  follows:] 
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STATEMENT  OF 

MARGARET  J.  LULLO 

DEPUTY  ASSISTANT  COMMISSIONER  (TAXPAYER  SERVICES) 

INTERNAL  REVENUE  SERVICE 

BEFORE  THE 

SUBCOMMITTEES  ON 

SELECT  REVENUE  MEASURES  AND  HUMAN  RESOURCES 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES 

MARCH  30,  1993 


Mr.  Chairmen  and  Members  of  the  Subcommittees: 

I  appreciate  the  invitation  to  represent  the  Internal  Revenue  Service  before  the 
Subcommittees  to  discuss  the  earned  income  tax  credit  and  various  other  tax  incentives. 
With  me  is  Robert  J.  Carver,  the  Deputy  Assistant  Commissioner  of  Returns  Processing. 
My  testimony  today  is  intended  to  supplement  that  of  the  Department  of  the  Treasury  and 
will  concentrate  on  the  IRS'  administration  of  these  provisions. 

The  Internal  Revenue  Service  is  responsible  for  educating  the  public  on  the  benefits 
provided  to  taxpayers  through  the  tax  system,  as  well  as  on  the  rules  p)ertaining  to  their  tax 
obligations.   We  use  a  variety  of  media  to  convey  the  information  needed  by  taxpayers  to 
benefit  from  and  to  comply  with  our  tax  laws.   Today  I  will  focus  on  the  current 
administration  of  the  earned  income  tax  credit  for  low-income  taxpayers  and  will  also 
briefly  touch  on  the  targeted  jobs  tax  credit  and  the  educational  assistance  credit  provided 
through  the  tax  system. 


EARNED  INCOME  CREDIT 

The  Basic  Credit 

For  Tax  Year  1992,  qualified  low-income  workers  are  entitled  to  claim  a  refundable 
earned  income  credit  (EIC)  of  up  to  $1324  if  they  live  with  one  qualifying  child.   If  two  or 
more  qualifying  children  live  with  them,  the  maximum  credit  can  be  as  much  as  $1384.  The 
EIC  generally  begins  to  phase  out  once  income  reaches  $11,850.   For  Tax  Year  1992,  the 
credit  is  completely  phased  out  at  incomes  of  $22,370  or  more. 

A  qualifying  child  is  a  child  who  meets  a  relationship  test,  a  residency  test,  and  an 
age  test.  The  credit  is  based  on  earned  income,  which  includes  all  wages,  salaries,  tips, 
other  employee  compensation,  and  net  earnings  from  self-employment.  Earned  income  for 
purposes  of  the  EIC  also  includes  ~ 

~  nontaxable  compensation  such  as  the  basic  quarters  and  subsistence 
allowances  for  the  military, 

-  parsonage  allowances, 

-  the  value  of  meals  and  lodging  furnished  for  the  convenience  of  the  employer, 
~  excludable  employer-provided  dependent  care  benefits, 

-  voluntary  salary  deferrals  such  as  401(k)  plans,  and 

-  voluntary  salary  reductions  such  as  under  a  cafeteria  plan. 

The  Young  Child  Credit 

In  addition  to  the  basic  EIC,  there  are  two  other  components  of  the  EIC.   One  is 
the  young  child  credit  which  is  available  to  taxpayers  with  qualifying  children  under  the 
age  of  one  year.   For  1992  the  maximum  amount  is  $376.   If  a  taxpayer  claims  the  young 
child  credit,  that  taxpayer  may  not  also  claim  the  dependent  care  tax  credit  or  the 
dependent  care  exclusion  for  that  child. 
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The  Health  Insurance  Component 

A  third  component  of  the  EIC  is  a  health  insurance  credit  available  to  taxpayers 
who  provide  health  insurance  coverage  for  their  qualifying  children.  The  maximum 
amount  for  1992  is  $451.  If  a  taxpayer  claims  this  credit,  the  taxpayer  cannot  also  deduct 
this  amount  as  an  itemized  medical  expense  deduction  or  as  a  health  insurance  deduction 
if  they  are  self-employed. 

aaiming  the  Credit 

There  are  two  ways  to  claim  the  basic  credit:   Taxpayers  may  get  the  credit  when 
they  file  their  tax  returns  or  as  an  advance  credit  that  is  paid  by  their  employers  as  part  of 
their  regular  salary.   Most  taxpayers  choose  to  get  the  earned  income  credit  when  they  file 
their  returns.   In  order  to  do  this,  taxpayers  must  file  a  Form  1040  or  Form  1040A  with  a 
Schedule  EIC.  They  may  fully  compute  their  credit  or  supply  IRS  with  basic  information, 
and  IRS  will  calculate  the  credit  for  them.  Taxpayers  who  appear  to  qualify  for  the  credit, 
but  do  not  claim  it  on  their  tax  return,  receive  a  notice  containing  a  Schedule  EIC 
explaining  their  potential  eligibility  for  the  credit.  When  the  taxpayer  responds  with  the 
Schedule  EIC,  IRS  will  determine  the  correct  amount  of  credit.   When  claiming  the  credit, 
taxpayers  must  provide  the  social  security  number  of  the  qualifying  child  if  the  child  is  one 
year  or  older. 

Employees  may  elect  to  receive  the  basic  EIC  in  advance  payments  from  their 
employers  during  the  year  along  with  their  regular  pay,  instead  of  as  a  lump  sum  refund  or 
tax  credit  upon  filing  their  individual  income  tax  returns.   To  get  the  credit  in  advance,  an 
employee  must  complete  a  Form  W-5,  Earned  Income  Credit  Advance  Payment 
Certificate,  and  submit  it  to  the  employer.  If  advance  EIC  payments  are  received,  a 
taxpayer  must  file  Form  1040  or  1040A  with  the  Schedule  EIC  to  claim  the  credit  and 
report  the  amount  received  throughout  the  year. 

Only  the  basic  credit  is  available  in  advance  payments.  Therefore,  advance 
payments  of  the  other  two  components  (the  young  child  credit  and  the  hejdth  insurance 
credit)  and  the  credit  for  more  than  one  child  are  not  available. 

If  employers  pay  any  amounts  of  advance  earned  income  credit  to  their  employees, 
they  reduce  the  amounts  of  employment  taxes  otherwise  due  for  that  payroll  period  by  the 
amounts  advanced  during  that  period. 


EARNED  INCOME  CREDIT  COMPLEXITIES 

In  1990  Congress  simplified  the  eligibility  rules  for  claiming  the  EIC  and  required 
taxpayers  to  file  a  form  to  claim  the  credit.   However,  new  rules  for  the  young  child  and 
health  insurance  credits  added  complexity.  Because  of  the  interdependency  rules  in 
determining  whether  to  claim  the  young  child  credit,  taxpayers  may  have  to  compute  their 
credit  on  both  Form  2441,  Child  and  Dependent  Care  Expenses,  and  on  Schedule  EIC  in 
order  to  determine  which  provides  the  greater  benefit.   Similarly,  in  claiming  the  health 
insurance  credit,  taxpayers  must  refigure  any  medical  expense  deduction. 

These  additionid  EIC  credits,  which  were  added  for  the  first  time  for  Tax  Year 
1991,  can  result  in  errors  by  taxpayers.  Any  errors  can  delay  IRS  processing  and, 
therefore,  any  refund  that  includes  these  credits.  Undue  complications  may  also 
discourage  taxpayers  from  claiming  credits  intended  for  them. 

IRS  OUTREACH  EFFORTS  TO  EDUCATE  THE  PUBLIC 

Over  the  past  few  years  IRS  has  taken  a  nimiber  of  actions  to  ensure  that  qualifying 
taxpayers  receive  the  earned  income  credits  intended  for  them.  We  have  conducted 
educational  programs  to  alert  taxpayers  to  the  availability  of  the  EIC  and  the  Advance 
EIC.   We  have  designed  both  traditional  media  releases  and  non-traditional  promotional 
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efforts.   We  have  also  entered  into  cooperative  ventures  with  outside  organizations  that 
are  interested  in  protecting  the  welfare  of  children.   IRS  is  very  proud  of  its  outreach 
efforts  in  this  area.   We  believe  that  we  have  been  successful  in  reaching  a  high  proportion 
of  taxpayers  who  are  eligible  for  this  tax  benefit.   For  instance,  a  1991  Simmons  Market 
Research  Bureau  study  estimated  that  the  number  of  households  earning  less  than  $20,000 
with  one  or  more  children  was  16  million.   In  Tax  Year  1991,  12.5  million  returns  were 
filed  claiming  $7.5  billion  for  the  EIC  and  in  Tax  Year  1992,  the  number  of  returns 
claiming  EIC  was  almost  14  million  for  a  total  of  $11.2  biUion.   We  believe  that  a  large 
portion  of  the  difference  in  the  number  of  low-income  households  potentially  eligible  for 
the  credit  (based  on  income)  and  the  number  that  actually  claimed  the  credit  was  because 
the  definition  of  income  used  in  the  study  included  income  from  sources  other  than  earned 
income  such  as  welfare,  unemployment,  social  security  payments,  alimony,  and  child 
support  payments.   However,  we  also  know  that  some  individuals  in  the  study  may  not 
otherwise  be  required  to  file  or  do  not  know  they  are  entitled  to  claim  the  earned  income 
credit. 

In  addition  to  the  extensive  public  media  campaign  to  alert  taxpayers  to  the  earned 
income  credit,  we  place  a  strong  emphasis  on  EIC  in  our  IRS  training  material  that  is  used 
to  train  our  own  tax  assistors  as  well  as  our  volunteers  in  the  VITA  program.   VITA  is  a 
program,  staffed  by  volunteers,  that  is  designed  to  help  low-income,  elderly,  non-English 
speaking  and  other  taxpayers  who  may  have  particular  problems  filing  their  returns.   Both 
our  public  and  our  internal  materials  emphasize  the  availability  of  this  credit  to  those 
individuals  who  are  not  otherwise  required  to  file  an  income  tax  return.   In  addition,  we 
let  taxpayers  know  that,  if  they  give  us  the  basic  information,  IRS  will  compute  the  EIC  for 
them.   Our  experience  indicates  the  error  rates  are  lower  when  IRS  computes  the  credit 
for  taxpayers.   However  most  taxpayers  seem  to  prefer  to  compute  their  credits  in  order  to 
anticipate  the  amount  of  their  refunds. 

Publicity  materials  that  IRS  developed  for  distribution  to  the  public  include  drop-in 
ads,  posters,  brochures,  notices,  grocery  bag  and  milk  carton  display  ads,  and  the  VITA 
taxpayer  envelope.   These  envelopes  are  specially  printed  to  help  taxpayers  determine 
whether  they  are  eligible  to  claim  EIC  and  provide  a  handy  repository  for  their  records. 
Most  of  our  publications,  jjosters,  and  brochures  are  printed  in  English  and  Spanish. 

Specific  examples  of  our  efforts  include: 

Tax  Packages  ~  perhaps  the  most  important  thing  we  are  doing  is  including 
Schedule  EIC  in  every  Form  1040  and  1040A  tax  package.  This  gets  the  form  and 
information  into  the  hands  of  every  American  who  receives  a  tax  package.   Any 
changes  in  the  EIC  are  highlighted  on  the  package  covers  and  in  the  "changes" 
section  of  the  instructions. 

Publication  596.  Earned  Income  Credit  ~  the  publication  has  been  completely 
revised,  both  in  content  and  in  format.   The  language  has  been  simplified  and  color 
graphics  added  to  help  explain  the  new  rules.  The  publication  has  been  distributed 
as  part  of  our  outreach  efforts.   Publication  596  is  printed  in  English  and  Spanish. 

Publicity  Campaign  ~  Public  Affairs  Officers  and  Taxpayer  Education  Coordinators 
in  each  of  the  IRS'  63  districts  across  the  country  have  been  given  publicity 
materials  including  media  and  non-media  kits,  posters,  fact  sheets,  brochures,  a 
consumer  video  tape,  and  television  and  radio  public  service  announcements.   An 
independent  aspect  of  EIC  publicity  is  the  information  campaign  being  developed 
by  the  Center  for  Budget  and  Policy  Priorities  for  their  13,000  member  service 
organizations.   We  are  coordinating  with  them  and  providing  20,000  EIC  posters  for 
use  by  their  members.  This  year  our  publicity  includes  instructions  for  claiming  the 
Advance  EIC. 

Outreach  ~  IRS  field  persoimel  have  been  and  continue  to  conduct  outreach 
sessions,  train  VITA  volunteers,  meet  with  the  media,  and  work  with  local 
organizations  to  disseminate  the  information  and  materials  we  develop.  The  goal  is 
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to  reach  all  individuals  who  are  potentially  eligible  for  the  Earned  Income  Credit. 
The  VITA  provides  retxim  preparation  assistance,  at  sites  sjxjnsored  by  community 
groups,  to  low-income,  elderly,  and  non-English  speaking  taxpayers.  The  training 
provided  to  the  volunteer  assistors  includes  the  EIC  and  the  Advance  EIC.   During 
1992,  over  1.5  million  taxpayers  were  assisted  through  VITA. 


TARGETED  JOBS  CREDIT  AND  EDUCATIONAL  ASSISTANCE  PROGRAMS 

I  want  to  briefly  touch  on  the  targeted  jobs  tax  credit  and  the  employer-provided 
educational  assistance  program.  The  targeted  jobs  tax  credit  is  designed  to  provide 
incentives  to  businesses  to  hire  economically  disadvantaged  workers.  This  credit  is 
generally  equal  to  40  percent  of  the  first  $6000  of  first  year  wages  paid  to  each  qualified 
worker,  up  to  a  maximum  of  $2400.  For  economically  disadvantaged  summer  employees, 
the  maximum  credit  is  $1200.   In  Tax  Year  1991,  85,000  employers  claimed  credits  for 
hiring  certified  employees.  According  to  Department  of  Labor  statistics,  the  number  of 
workers  certified  for  Tax  Year  1991  was  428,000. 

The  educational  assistance  program  allows  employers  to  pay  up  to  $5250  of 
educational  expenses  which  the  worker  may  exclude  from  income.   One  of  its  purposes  was 
to  provide  employees  with  opportimities  for  upward  mobility  through  education.   The 
educational  assistance  must  be  provided  under  a  written  nondiscriminatory  plan.   Because 
amounts  received  by  employees  for  educational  assistance  are  not  required  to  be  itemized 
on  either  the  Forms  W-2  or  on  individual  tax  returns,  we  have  no  way  of  determining  how 
many  employees  benefit  from  this  provision. 

Both  the  targeted  jobs  tax  credit  and  the  educational  assistance  program  expired  as 
of  June  30,  1992.   If  the  provisions  are  retroactively  extended  we  expect  ihat  some 
taxpayers  will  have  to  file  amended  returns.   For  those  taxpayers  who  will  be  due  a  refund 
if  the  legislation  is  extended  retroactively,  IRS  will  make  every  effort  to  facilitate  these 
claims  for  refund. 

SIMPLIFICATION 

In  considering  any  changes  to  the  earned  income  tax  credit  or  other  tax  provisions, 
IRS  urges  the  Congress  to  simplify  the  rules  to  the  extent  possible.   It  is  extremely 
important  to  both  taxpayers  and  to  the  fairness  of  the  system  that  taxpayers  be  able  to 
understand  and  voluntarily  fulfill  their  tax  obligations.   If  the  tax  rules  can  be  simplified, 
both  taxpayers  and  IRS  will  make  fewer  errors  and  the  costs  and  burdens  of  the  tax  system 
will  be  reduced. 

Taxpayers  and  practitioners  alike  have  expressed  fiustration  with  computing  the  two 
additional  components  of  the  EIC.   Our  figures  for  Tax  Year  1991  show  that  there  were 
105,000  returns  where  the  young  child  credit  was  computed  incorrectly  and  75,000  returns 
with  errors  attributable  to  the  health  insurance  credit.  The  proposed  repeal  of  the  health 
insurance  credit  and  the  supplemental  young  child  credit  would  simplify  the  Schedule  EIC 
and  would  reduce  taxpayer  error  rates.  The  repeal  would  also  eliminate  errors  on  tax 
returns  which  stem  from  the  limitations  between  these  additional  credits  and  other 
deductions  or  credits  permitted  elsewhere  on  the  tax  return.   Such  a  simplification  will  ease 
the  burden  of  taxpayers  who  are  most  in  need  of  the  credit. 

Finally,  I  would  like  to  make  one  last  point.  We  at  the  IRS  strongly  believe  that  the 
introduction  of  the  Schedule  EIC  has  significantly  reduced  the  number  of  errors  made 
by  taxpayers  in  computing  the  credit.  For  example,  in  Tax  Year  1990,  the  error  rate  was 
7.3  percent  without  the  Schedule.   In  Tax  Year  1991,  the  error  rate  declined  to  5.6  percent 
even  with  the  changes  to  the  EIC  credit.  Preliminary  figures  for  the  1992  Tax  Year 
indicate  that  the  error  rate  is  down  to  3  percent. 

In  addition,  the  Schedule  is  important  because  it  helps  the  taxpayer  accurately 
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compute  the  credit  and  gives  IRS  information  that  is  not  otherwise  available  from  the 
return,  such  as  nontaxable  earned  income.   We  believe  this  Schedule  helps  taxpayers  and 
the  IRS  accurately  compute  and  verify  the  credit. 

CONCLUSION 

In  conclusion,  I  would  like  to  thank  the  Subcommittees  for  this  opportunity  to 
discuss  the  current  tax  rules  for  EIC  and  various  other  tax  incentives.   We  believe  the 
proposals  made  by  the  Department  of  Treasury  to  simplify  the  rules  and  to  increase  the 
basic  amount  of  the  EIC  will  help  low  income  families  who  are  entitled  to  this  credit.   We 
look  forward  to  working  with  the  Department  and  with  you  and  your  staff  as  you  consider 
these  proposals. 
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Chairman  Rangel.  Thank  you,  Ms.  Lullo. 

Mr.  Carver,  are  you  making  any  separate  contribution? 

Mr.  Carver.  No,  Mr.  Chairman,  I  am  not.  I  am  just  here  to  help 
answer  how  it  is  going  at  the  present  time. 

Chairman  Rangel.  Thank  you. 

Ms.  Lullo,  you  are  saying  that  you  believe  that  we  are  reaching 
14  million  of  the  potential  16  million  taxpayers  that  are  eligible  for 
EITC,  and  with  some  simplification  that  we  are  proposing,  that  we 
could  reach  even  more? 

Ms.  Lullo.  Yes. 

Chairman  Rangel.  With  your  outreach  program? 

Ms.  Lullo.  Yes.  What  I  was  saying,  with  the  study  that  was 
done  to  help  us  target  our  publicity,  they  estimated  that  there  were 
16  million  households  with  income  under  the  threshold  amount 
with  children  living  in  them. 

What  we  are  saying  is  that  the  $16  million  estimate  does  not  iso- 
late those  taxpayers  necessarily  that  are  eligible  for  the  earned  in- 
come credit,  because  they  may — ^for  instance,  their  income  may  be 
under  that  amount,  but  it  could  be,  for  instance,  all  from  public  as- 
sistance, in  which  case  they  would  not  be  eligible  for  the  earned  in- 
come credit.  But  we  feel  like  we  have  been  very  successful  in  our 
outreach  efforts  in  increasing  the  numbers  of  taxpayers  who  know 
they  are  entitled  to  the  credit  and  file  for  it. 

Chairman  Rangel.  Did  you  do  any  research  as  to  whether  or  not 
these  low-income  people  would  prefer  to  have  the  EITC  on  a  week- 
ly, or  however  they  get  paid  basis,  rather  than  at  the  end  of  the 
tax  year? 

Mr.  Carver.  May  I  answer  that,  Mr.  Chairman? 

We  have  done  some  research  at  the  local  level,  and  we  are  find- 
ing, as  she  said  in  her  statement,  that  most  people  prefer  the  lump 
sum.  Let  me  just  give  you  a  couple  of  numbers. 

So  far  this  year,  up  through  the  end  of  February,  we  have  had 
about  16,000  taxpayers  involved  in  the  advance  earned  income 
credit,  with  about  5.5  million  people  filing  for  the  lump  sum.  So  our 
efforts — we  have  advertised  it;  we  have  advertised  it  better  this 
year  than  we  have  prior  years.  But  it  seems  to  us  at  this  point  that 
the  preference  is  for  the  lump  sum  payment. 

Chairman  Rangel.  With  the  advance  payment,  is  the  employer 
in  a  position  to  not  only  advise  the  worker,  but  to  fill  out  or  assist 
in  filling  out  the  form,  so  that  when  they  enter  the  employment 
contract,  they  know  what  their  options  are?  Is  that  a  part  of  the 
educational  process? 

Ms.  Lullo.  Yes,  sir.  And  in  your  packet,  you  probably  will  find — 
I  do  not  know  if  we  have  all  of  the  information — ^but  we  have  a  no- 
tice that  goes  to  the  employer  telling  them  that  they  are  required 
to  notify  employees,  even  if  they  do  not  have  withholding,  that  they 
may  be  eligible  for  the  earned  income  credit,  and  all  of  the  bro- 
chures that  we  have  developed  talk  about  the  advance  earned  in- 
come credit  as  well.  And  then  in  addition  to  that,  there  is  a  publi- 
cation that  they  can  give  to  their  employees  that  explains  the  cred- 
it and  how  to  claim  the  advance  credit. 

Chairman  Rangel.  OK.  We  may  want  to  work  with  you  to  mon- 
itor this,  but  we  certainly  appreciate  the  fact  that  you  know  what 
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the  problems  are  and  you  are  working  to  try  to  make  it  easier  for 
the  beneficiaries  to  receive  the  credit. 

Mr.  Primus,  this  may  not  be  the  right  forum  to  discuss  this  with 
you,  but  you  were  so  eloquent  in  saying  that  in  order  to  deal  with 
the  problems  of  the  poor  that  we  really  have  to  have  a  comprehen- 
sive approach  to  the  problem  and  certainly  in  g\v\ng  assistance  to 
the  working  poor  and  education  and  health  services  as  a  part  of  all 
of  that. 

I  do  not  have  my  notes  for  the  question,  but  one  of  the  questions 
I  have  is:  When  we  talk  about  the  increased  number  of  children  en- 
tering poverty,  there  has  to  be  some  connection  between  the  num- 
ber of  teenage  parents  that  we  have  that  are  in  poverty  to  begin 
with,  and  there  also  has  to  be  some  connection  with  their  families 
bein^  unemployed,  the  availability  of  drugs  and  alcohol,  and  as  the 
President  moves  forward  with  these  investments  in  people  and  job 
training  and  education,  there  has  to  be  a  large  number  of  people 
that  just  fall  outside  of  all  of  this  thinking;  that  is,  as  relates  to 
the  proposal  in  front  of  us.  As  a  matter  of  fact,  there  has  to  be  mil- 
lions of  people  who  are  of  working  age  that  are  in  jail. 

What  made  me  think  of  this  is  that  we  are  moving  forward  in 
the  international  arena  to  provide  a  billion  dollars  for  the  rebuild- 
ing of  Haiti.  And  you  may  have  read  in  today's  papers  that  a  large 
number  of  people  that  are  going  to  be  the  recipients  of  this  are  a 
bunch  of  bums  who  are  in  the  Army,  that  are  illiterate,  not  trained 
to  do  anything,  they  run  around  with  guns,  they  hold  up  people, 
but  because  it  is  a  small  country  they  cannot  throw  them  in  jail, 
so  they  are  reaching  out  to  these  people  to  have  them  rebuild  Haiti. 

These  would  normally  be  our  rejects.  Because  you  are  a  part  of 
discussions  beyond  what  is  in  front  of  this  committee,  all  I  am  ask- 
ing now:  Are  these  people  being  considered  at  all  for  any  type  of 
attention,  because  they  are  costing  us  dearly  in  terms  of  the  defi- 
cit? 

Mr.  Primus.  Let  me  respond  in  the  following  way,  Mr.  Chairman. 

In  terms  of  your  general  remarks,  I  mean,  we  are  going  to  look 
at  a  lot  of  these  things  as  part  of  the  Welfare  Reform  Task  Group, 
and  there  are  other  tnings  in  the  budget  that  address  some  of  the 
issues  you  have  raised. 

For  example,  over  5  years,  there  is  almost  $3  billion  in  new  dis- 
cretionary funds  that  were  proposed  for  drug  treatment  programs 
through  the  Public  Health  Service.  And  as  you  know,  the  President 
made  a  decision  to  take  something  that  was  called  family  support 
and  parenting  and  change  it  into  a  capped  entitlement  program. 
With  those  moneys,  plus  this  Public  Health  Service  money,  priority 
will  be  given  to  women  and  children,  including  those  involved  or 
at  risk  of  involvement  with  the  child  welfare  system. 

I  have  not  been  privy  to  the  precise — the  last  question  you  asked, 
but  I  could  provide  it  for  the  record.  I  do  not  know  the  administra- 
tion's policy  on  the  last  thing  you  asked  about. 

Chairman  Rangel.  More  than  that,  if  you  could  contact  me  to 
see  whether  or  not  we  could  put  together  a  legislative  task  force 
to  work  with  those  people.  We  cannot  afford  to  ignore  this  large 
segment  of  our  population.  And  whether  it  is  this  committee  or  an- 
other committee,  if  we  are  talking  about  America  moving  forward, 
then  we  should  at  least  deal  with  all  of  those  that  we  are  able  to 
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touch  in  order  to  move  forward.  And  knowing  you  as  well  as  I  do, 
I  am  certain  that  you  would  want  to  do  that. 

Now,  Mr.  Sessions,  my  last  question  to  you  is  that  with  the 
earned  income  tax  credit,  in  addition  to  just  moving  people  who  are 
working  out  of  poverty,  a  lot  is  made  of  the  fact  that  it  is  supposed 
to  cushion  the  energy  tax. 

Now  there  are  a  lot  of  people  who  are  not  working,  who  are  old, 
who  are  retired,  who  do  not  have  kids — and  I  know  there  is  some 
minor  provision  in  the  EITC  for  them — but  when  you  are  discuss- 
ing policy,  are  there  any  other  considerations  for  those  people  who 
may  not  be  reached  with  EITC,  who  are  the  poor  folks  who  are 
going  to  get  hit  with  the  energy  tax? 

Mr.  Sessions.  Well,  as  you  mentioned,  the  EITC  would  be  ex- 
panded to  cover  childless  workers  not  covered  by  current  law. 

Chairman  Rangel.  Yes. 

Mr.  Sessions.  In  addition,  the  administration's  budget  plan  in- 
cludes an  expansion  of  the  food  stamp  program.  I  think  the  amount 
is  about  $1.7  billion  when  fully  phased  in  in  1997,  which  is  the 
time  that  the  energy  tax  will  be  fully  phased  in,  and  also  an  expan- 
sion of  the  LIHEAP  program  by  about  $1  billion.  So  both  of  those 
programs  would  be  available  to  people  who  do  not  necessarily  qual- 
ify for  the  earned  income  tax  credit. 

Chairman  Rangel.  OK.  Mr.  Matsui. 

Acting  Chairman  Matsui.  Thank  you,  Mr.  Chairman. 

What  I  would  like  to  ask,  Mrs.  Lullo,  is:  You  know,  one  of  the 
things  that  I  find  is  that — I  think  it  was  1983,  if  I  am  not  mis- 
taken, we  had  a  hearing  on  SSI  disability  benefits,  and  we  had 
somebody  from  the  Social  Security  Administration  come  to  our  sub- 
committee who  gave  us  a  packet  of  information,  and  it  was  very 
well  done,  very  similar  to  what  I  see  here.  And  then  as  we  really 
got  into  it,  we  found  out  that  the  package  or  the  brochures  were 
only  given  to  senior  citizen  groups  in  various  communities,  and  it 
was  only  like  eight  communities  out  of  all  the  communities  in  the 
United  States,  and  so  it  was  not  what  I  would  have  called  a  real 
outreach  program.  It  was  more  a  showv  thing.  And  I  understand 
that  you  are  really  trying.  Can  you  tell  me  how  many  thousands 
of  these  were  prepared? 

Ms.  Lullo.  I  am  sorry.  I  do  not  know  the  number.  We  can  get 
that  for  you. 

[The  following  information  was  subsequently  received:] 

The  type  and  numbers  of  EIC  publicity  material  distributed  to  the  public  this  year 
(as  of  April  15,  1993)  follow: 

English  Spanish 

Notice  962,  EIC  stutter  2,448,000  318,000 

Publication  1495,  EIC  Poster  165,418  52,443 

Publication  1620,  EIC  Folder  37,200     

Publication  1621,  EIC  Drop-in  Ads  3,800  550 

Publication  1622,  EIC  Brochure 1,405,343  789,000 

Publication  1695,  EIC  Envelope 3,000     

In  addition,  approximately  6  million  copies  of  Publication  1325,  "Employers — Re- 
quired Notice  to  Employees  of  a  Possible  Federal  Tax  Refund  Due  to  the  Earned 
Income  Credit  (EIC),"  were  mailed  to  employers  during  the  third  quarter  of  calendar 
year  1992. 
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Acting  Chairman  Matsui.  Mr.  Carver,  do  you  know  the  number 
of  these  documents  that  were  prepared  for  groups?  How  is  this 
packet  being  distributed? 

Mr.  Carver.  We  can  give  you  some  numbers.  The  smaller  ones 
are  included  in  the  mailout  of  the  tax  forms  we  send  to  all  employ- 
ers. That  is  about  6  million  employers  every  quarter  that  we  mail 
that  out  to.  That  stuffer  appears  in  there  about  the  advance  credit 
and  the  information  for  taxpayers. 

Acting  Chairman  Matsui.  So  this  one,  6  million  go  out  every 
quarter  to  employers? 

Mr.  Carver.  Yes.  Annually  to  that  same  group,  we  send  the  post- 
er, the  large  one  there,  that  one  you  have  in  your  hand,  that  goes 
out. 

Acting  Chairman  Matsui.  Who  does  this  poster  go  to? 

Mr.  Carver.  To  the  employers. 

Acting  Chairman  Matsui.  Employers  as  well. 

Mr.  Carver.  And  then  we  also  hand  it  out  to  some  of  the  groups 
that  you  mentioned  before  that  we  contact. 

Acting  Chairman  Matsui.  Now  like  this  "Good  News:  Working 
Families  Earned  Income  Credit,"  this  goes  out  to — how  many  of 
these  go  out  annually  or  quarterly? 

Mr.  Carver.  I  do  not  have  an  answer  for  that. 

Acting  Chairman  Matsui.  Do  we  have  an  answer  to  that? 

Ms.  LULLO.  I  do  not  know  the  exact  number,  but  the  other  items 
that  you  find  in  here  that  are  actually  publications  go  out  to  all  of 
our  Public  Affairs  Officers,  Taxpayer  Education  Coordinators,  and 
to  private  groups  to  be  handed  out  during  outreach  seminars,  to  be 
mailed  out. 

Acting  Chairman  Matsui.  Well,  could  I  ask  you  about  these  sem- 
inars? Who  goes  to  these  seminars?  Is  it  employers  or  employees? 

[The  following  was  subsequently  received:] 

Through  the  Community  Outreach  Tax  Education  (Outreach)  Program,  seminars 
addressing  the  Earned  Income  Credit  (EIC)  have  been  conducted  in  all  districts. 
Meetings  in  which  this  credit  is  promoted  are  held  with  the  following  types  of 
groups  of  taxpayers,  tax  professionals,  and  organizations: 

State  and  local  welfare  agencies 

Child  care  providers 

Anti -poverty  groups 

Parents  Without  Partners 

Town  meetings  attended  by  representatives  from  state,  federal,  and  local  agencies 

State  correctional  institutions 

Church  associations 

Community  associations  established  for  immigrants,  such  as  Koreans,  Vietnam- 
ese, and  Spanish 

Migrant  workers 

Health  and  Human  Services  agencies  such  as  Head  Start  and  Aid  for  Dependent 
Children 

United  Way  agencies 

Department  oi  Agriculture  County  Extension  Service 

Job  Service  ofiices 

State  Employment  offices 

State  Education  Association  Conference 

Hospital  employees 

State  University  Tax  Conference 

Women's  organizations  such  as  Women  in  Business,  Displaced  Homemakers,  and 
Women's  Resource  Center 

Refugee  Resettlement  Programs 

MiUtary  bases 

Parent  Teachers  Association  (PTA) 
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Ms.  LULLO.  Well,  there  are  probably  cases  where  each  goes.  Our 
seminars  are  set  up  in  the  District  Offices,  and  they  are  based  on 
the  needs  that  the  District  Taxpayer  Education  Coordinators  and 
Public  Affairs  Officers  have  determined,  and  they  do  that  in  con- 
junction with  organizations  in  the  local  district  offices.  So  each  dis- 
trict will  be  handled  differently,  depending  on  the  needs. 

Acting  Chairman  Matsui.  I  guess  one  of  the  problems  I  have — 
and  let  me  say  this — I  think  you  all  have  been  doing  a  better  job. 
I  was  trying  to  recall  an  article  I  had  read  either  last  year  or  1991 
in  which  there  was  a  GAO  report  in  which  it  said  only  about  60 
to  65  percent  of  the  people  who  are  eligible  actually  collect  their 
benefits,  not  the  14  million  out  of  16  million  that  you  are  currently 
referring  to.  And  I  think  it  was  about  11  million  as  opposed  to  15 
or  16  million  people  who  were  eligible  at  that  time. 

Now  this  was  a  1991  study,  I  oelieve,  and  so  it  is  a  year  and  a 
half  old,  so  I  do  not  want  to  hold  you  to  that.  But  it  just  seems 
to  me  that  we  have  a  lot  of  work  to  do. 

And  I  think  these  are  fine,  but  I  do  not  think  they  get  out  to  the 
people,  generally  speaking.  I  do  not  think  you  have  the  resources 
to  be  able  to  hit  the  kind  of  population  that  you  want  to  hit,  and 
I  think  there  are  probably  more  than  you  are  saying,  and  you  just 
have  rough  numbers  anyway.  I  mean,  you  do  not  have  data  that 
is — I  mean,  what  is  your  data  based  upon? 

Ms.  LuLLO.  I  am  sorry? 

Acting  Chairman  Matsui.  Your  data,  your  16  million  eligible  re- 
cipients and  14  million  that  are  receiving  this  earned  income  cred- 
it? How  did  you  arrive  at  that  figure? 

Ms.  LuLLO.  Well,  the  16  million  is  an  estimate,  and  that  came 
from  the  research  study  that  we  used  in  trying  to  target  our  public- 
ity efforts.  The  14  million  is  based  on  information  that  we  have  as 
far  as  people  who  claim  the  credit. 

Acting  Chairman  Matsui.  So  you  are  telling  me  that  the  16  mil- 
lion is — so  that  number  is  based  upon  your  publicity  effort;  it  is  not 
based  upon  any 

Ms.  LULLO.  Well,  it  was  a  research  study  trying  to  identify 
households  that  had  income  at  the  threshold  or  below  that  had 
children  in  the  home. 

Acting  Chairman  Matsui.  See,  I  think  one  of  the  problems  is 
that  you  are  relying  on  information — you  are  relying  on  people  to 
take  advantage  of  a  right  in  a  very  anecdotal  way,  and  so  you  may 
hit,  you  may  miss,  and  it  may  be  relevant,  and  it  may  not  be  rel- 
evant. 

I  do  not  think  that  is  enough.  I  mean,  if  only  80  percent  of  the 
taxpayers  filed  their  returns,  I  think  we  would  be  really  howling 
right  now.  And  so  if  only  80  percent  are  receiving  benefits,  I  think 
we  should  really  be  upset  over  that.  I  do  not  think  it  is  anything 
to  be  proud  of  We  have  to  get  90  percent,  95  percent,  and  maybe 
100  percent.  We  will  never  get  that,  but  we  have  to  do  the  best  we 
can. 

Now  I  am  thinking  that  a  better  way  of  doing  this — and  I  think 
Mr.  Rangel  referred  to  this — is  maybe  put  an  obligation  on  the  em- 
ployer. I  mean,  maybe  we  have  to  do  this  in  a  way  that  a  filing 
occurs  on  the  moment  that  person  applies  for  the  job  and  is  hired 
and  files  that  W-4  form,  maybe  that  has  to  be  put  into  the  equa- 
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tion,  and  the  employer  is  probably  the  only  one  who  knows  what 
this  person  makes,  and  make  that  an  obligation  of  the  employer. 
That  way  we  know  that  we  will  not  even  have  this  kind  of  hearing, 
and  we  will  not  need  all  this  stuff,  because  it  will  be  an  obligation. 

And  I  do  not  know  what  it  is  going  to  require.  I  mean,  maybe 
employers  will  complain  because  it  is  more  paperwork.  But  at  the 
same  time,  we  are  talking  about  a  lot  of  valuable  benefits,  particu- 
larly since  we  are  going  to  increase  these  benefits. 

I  mean,  we  hear  that  now  a  family  will,  when  it  is  fully  phased 
in,  will  receive  $3,300,  and  I  do  not  think  we  should  rely  upon 
somebody  losing  $3,300  a  year  in  refundable  credit  just  on  the 
basis  of  anecdotal  information. 

And  so  I  think  we  have  got  to  go  beyond  this  kind  of  stuff.  And, 
you  know,  I  know  you  are  going  to  have  a  new  Commissioner  soon, 
and  I  really  look  forward  to  working  with  Commissioner  Richard- 
son, because  I  think  she  will  be  tremendous  for  all  of  us.  I  know 
she  is  committed  to  this. 

And  so  it  would  be  my  hope  that  over  time  you  are  going  to  come 
up  with  something  more  than  just  this  anecdotal  information.  I  do 
not  think  you  are  going  to  reach  the  people  by  doing  it  this  way. 

Do  you  have  an  observation  on  that? 

Ms.  LULLO.  Well,  just  a  couple  of  clarifications.  First,  the  16  mil- 
lion that  I  mentioned  earlier,  not  all  of  those  people  are  known  to 
be  eligible  for  the  earned  income  credit,  because  they  may  have  in- 
comes that  are  under  the  threshold  amount,  but  it  may  not  be 
earned  income,  in  which  case  they  would  not  be  eligible  for  the 
credit. 

The  other  thing  is  that  we  do  send  out  notices  to  employers  tell- 
ing them  that  they  are  required  to  notify  taxpayers,  especially 
those  who  have  no  withholding,  that  they  may  be  eligible  for  this 
credit  and  that  they  can  get  it  in  the  advance  form. 

My  understanding  currently  is  that  there  is  not  a  statutory  re- 
quirement at  this  point  in  time  for  the  employer  to  notify  employ- 
ees. 

Acting  Chairman  Matsui.  That  is  probably  something  that  we 
will  want  to  work  on  with  you.  I  think  it  makes  some  sense. 

But,  you  know,  I  will  tell  you  how  anecdotal  this  is.  You  get  a 
GAO  report  that  says  about  10  million  are  taking  it.  You  say  14. 
And  then  Mr.  Primus'  own  Blue  Book  it  says  13  million — I  mean, 
Green  Book,  excuse  me.  Green  Book  says  13.  And,  again,  you  know, 
what  is  the  difference  between  10,  13,  and  14  million?  Well,  it  is. 
It  is  a  big  difference,  particularly  if  we  are  talking  about  $3,300 
worth  of  valuable  benefits. 

So  let  me  move  over,  if  I  may,  to  Mr.  Sessions  and  Mr.  Primus, 
and  I  will  be  very  brief,  because  I  know  other  members  have  ques- 
tions. 

In  terms  of  the  credit,  we  have  now  a  single  individual  who  will 
be  eligible  for  a  credit  up  to  $306  a  year.  If  this  committee  and  the 
administration  embarks  upon  a  very  significant  major  child  sup- 
port enforcement  operation  this  year  or  next  year  in  terms  of  the 
welfare  reform  package,  is  there  any  reason  we  should  think  about 
allowing  the  noncustodial  wage  earner  to  receive  a  benefit,  the 
earned  income  credit,  based  upon  family  size  if,  in  fact,  we  can  set 
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up  this  mechanism  where  it  really  works  and  where  we  get  every 
absent  father  to  start  paying  his  benefits  for  having  children? 

Mr.  Primus.  Mr.  Chairman,  I  think  that  is  a  very  interesting 
idea  and  one  that  looks  like  it  has  considerable  merit,  so  that  it  en- 
courages the  fathers  who  are  not  living  with  their  children,  but 
nevertheless  are  working,  to  pay  child  support  to  their  children, 
and  we  will  definitely  take  a  look  at  that  idea  in  the  context  of  wel- 
fare reform. 

Acting  Chairman  Matsui.  Yes,  I  would  like  that  done.  And  then 
also,  I  guess,  you  have  to  still  deal  with  the  marriage  penalty  prob- 
lem as  well,  right,  because  that  makes  it  worse.  Or  does  it?  I  guess 
it  would  make  it  worse.  And  so  is  that  something  that  you  could 
also  look  at? 

Mr.  Sessions.  The  marriage  penalty?  Were  you  referring  earlier 
to  the  EITC  for  childless  workers  or  for  the 

Acting  Chairman  Matsui.  Well,  the  first  one  for  childless  work- 
ers, which  will  be  in  the  proposal. 

Mr.  Sessions.  Right. 

Acting  Chairman  Matsui.  But  what  about  those  workers, 
noncustodial  fathers,  who  are  single  at  this  time  and  who  have 
children,  now  would  that  person— because  we  are  really  going  to 
come  down  on  them.  I  mean,  we  are  hoping  that  we  are  going  to 
make  that  person  feel  the  same  obligation  that  the  custodial  moth- 
er feels  for  that  child.  Perhaps  that  person  should  be  considered  for 
an  earned  income  credit  based  upon  family  size  and  children  as 
well.  And  that  is  what  I  think  I  asked  Mr.  Primus  and  you  to  look 
at. 

Mr.  Sessions.  OK 

Acting  Chairman  Matsui.  Thank  you,  Mr.  Chairman.  I  have  no 
further  questions. 

Chairman  Rangel.  Thank  you.  Mr.  Santorum. 

Mr.  Santorum.  Thank  you.  I  would  just  like  to  follow  up  on  that 
point,  because  I  think  we  could  be  getting  ourselves  into  a  real  ket- 
tle of  fish  here.  My  understanding  right  now  is,  if  a  couple  is  mar- 
ried, their  maximum  benefit  is  $1,500;  is  that  correct?  But  if  they 
were  not,  if  they  were  not  married  because  of  the  marriage  penalty, 
they  would  get  a  $2,000  maximum  benefit,  and  together  it  would 
be  $4,000;  is  that  my  understanding;  is  that  correct? 

Mr.  Sessions.  The  EITC  is  not  necessarily  tied  to  marital  status. 
It  is  a  fimction  of  whether  or  not  you  have  children.  A  marriage 
penalty  or  bonus  can  result  when  a  couple 

Mr.  Santorum.  Right. 

Mr.  Sessions.  Right. 

Mr.  Santorum.  But  there  is  a  marriage  penalty. 

Mr.  Sessions.  There  are  marriage  penalties  and  also  potential 
marriage  bonuses.  By  extending  the  phaseout  range  to  $28,000,  we 
create  a  marriage  bonus  in  some  cases. 

Mr.  Santorum.  The  point  I  was  trying  to  make  is,  if  we  extend 
the  EITC  to  noncustodial  parents,  we,  in  fact,  not  only  have  a  mar- 
riage penalty,  but  we  have  a  bonus  for  people  who  divorce,  because 
both  parents  would  then  be  able  to  claim  a  tax  credit  under  that 
idea,  correct?  I  mean,  that  is  what  is  being  offered. 

Mr.  Sessions.  The  credit  is  only  available  if  the  child  lives  with 
the  parents. 
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Mr.  Santorum.  I  understand  that.  But  what  Mr.  Matsui  was 
asking  was,  if  you  gave  the  tax  credit  to  noncustodial  parents, 
would  you  not  be  setting  up  a  situation  where  it  would  be  much 
more  advantageous  to  you  as  a  parent  not  to  live  there? 

Mr.  Sessions.  Well,  Mr.  Matsui  has  asked  us  to  look  into  this 
proposal,  but  it  is  not  part  of  our  proposal  at  the  moment 

Mr.  Santorum.  I  understand.  I  am  asking  the  question  in  re- 
sponse to  his  question. 

Wendell,  do  you  want  to  give  it  a  whack? 

Mr.  Primus.  Well,  one,  I  said  we  would  explore  it.  I  did  not  say 
that  this  was  the  administration's  policy. 

Second 

Mr.  Santorum.  I  am  not  suggesting  that  you  did  say  that.  I  am 
asking  the  question. 

Mr.  Primus.  It  seems  to  me  on  first  blush  that  that  would  lower 
the  marriage  penalty.  I  mean,  that  idea  would  lower  the  marriage 
penalty.  And  it  seems  to  me  that,  again,  if  the  noncustodial — if  you 
made  it  a  condition  that  the  noncustodial  parent  has  to  pay  sup- 
port in  order  to  receive  it,  some  of  the  adverse  impact  that  you  are 
concerned  about  may  be  alleviated. 

Mr.  Santorum.  Well,  explain  to  me  how  it  would  lower  the  mar- 
riage penalty.  You  would  have  two  parents  not  living  in  the  same 
household  receiving  the  earned  income  tax  credit,  correct,  as  op- 
posed to,  if  they  lived  in  the  same  household,  they  would  receive 
a  much  reduced  earned  income  tax  credit? 

Mr.  Primus.  This  is  a  very  complicated  question  when  you  get 
into  marriage  penalties,  and  I  would  want  to  sit  in  the  quiet  of  my 
office  and  think  about  it.  I  mean,  there  are  examples,  as  Sam  indi- 
cated, where  the  current  law  creates  an  incentive  for  marriage.  I 
mean,  it  depends  upon  the  example  you  pick. 

If  you  have  the  mother  and  children  without  earnings,  poten- 
tially marrying  or  having — marrying  a  male  with  earnings,  in  those 
situations,  the  EITC — it  is  an  opposite  of  the  penalty;  it  creates  a 
bonus,  if  you  will. 

There  are  other  examples  that  you  can  create  where  it  does  look 
like  there  is  a  marriage  penalty.  And  so  the  question  is:  Which  ex- 
amples are  the  most  prevalent,  and  which  one  are  we  the  most  con- 
cerned about? 

Mr.  Santorum.  OK  A  question  for  Ms.  Lullo,  and  I  want  to  fol- 
low up  again  on  what  Mr.  Matsui  was  saying,  because  I  think  he 
made  a  good  point  on  this  16  million  and  14  million  receiving  it. 

How  many  of  the  people  get  the  earned  income  tax  credit  who 
do  not  apply  for  it,  but  who  are  caught  in  your  computer  system? 

Mr.  Carver.  I  would  like  to  answer  that,  if  I  may.  I  have  some 
numbers  for  our  current  period  through  the  end  of  February,  and 
out  of  the  5.5  million  that  have  filed  for  it  so  far,  there  were 
277,000  people  who  filed  just  to  get  their  earned  income  credit. 
There  were  270,000  brand  new  filers  that  have  not  filed  returns 
with  us  before  with  no  tax  liability.  So  that  is  about  500,000  there, 
people  who  have  filed  with  no  tax  liability  just  to  get  the  earned 
income  credit. 

Of  the  5.5  million,  in  4.5  million  the  earned  income  credit  ex- 
ceeded the  tax  liability.  So  for  the  great  majority  of  them,  the 
earned  income  credit  was  in  excess  of  the  tax  liability. 
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Mr  Santorum.  Are  you  done?  .     «  t  *.        ^  t  ^;/i 

Mr.  Carver.  Did  I  not  answer  your  question?  I  am  not  sure  i  am. 

Mr.  C^^R^am^'sorry.  Did  you  want  to  know  how  many  notices 

we  have  mailed  to  people?  .  ^«„„  ^of,iT^« 

Mr  Santorum.  No.  The  question  I  have  is:  How  many  returns 
do  vou  catch  with  your  own  internal  computer  system  of  people 
who^dVnot Ve  for^he  earned  income  tax  credit?  You  said  well, 
These  people  are  obviously  eligible  for  it  and  then  sent  a  check. 

Mr  Carver  We  have  mailed  out  about  100,000  ot  those  tnis 
year  so  feTup  through  the  end  of  February.  We  do  not  have  the 
statistics  for  this  week.  But  we  have  mailed  out  about  100,000  no- 


tices 


Mr  Santorum.  So  you  say  that  500,000  people  out  of  the  5  mil- 
lion ha^  applied,  and  another  100,000  did  not  apply,  but  you 
caught  them  and  sent  them  out? 

Mr.  Carver.  That  is  correct. 

[The  following  was  subsequently  received:] 

T,,  tav  vpar  1991  approximately  14  million  individuals  received  the  EIC.  This 
totS  iSudes  appiixirJatdy  500,000  cases  where  the  IRS  identified  returns  where 
fSp  ndSnS  apS  to  be  eli^ble  for  the  credit  (based  on  information  contained 
on  the  SSretu?S)  For  these  500.000  individuals.  IRS  calculated  and  issued  the 
h«^ic  EIC  and  divided  an  appropriate  notice  to  the  taxpayer.  In  tax  vear  1992 
basic  ^^Vl  J    f  p^Kt„a^  ipq-^    anoroximatelv  5  million  individuals  claimed  the 

f{?''temi"L°ltfnenn'J!m^^  where  the  indivi^dual  appeared 

fo  belugi^f^  the  cre<S"  mS  mailed  a  notice  (and  a  schedule  EIC)  to  these  mdi- 
viduals  encouraging  the  filing  for  credit. 

Mr.  Santorum.  OK  And  is  that  standard?  I  1^^^"'.  ^%^^^^  f  ;*?: 
1  ratio  pretty  standard?  I  guess  the  question  I  ^aye  is:  I^  yo^  are 
catching  these  100,000  people,  why  are  you  not  catching  all  2  mil- 
ifon  ehlibles  who  don't  receive  the  EIC?  I  mean,  what  is  the  dis- 
creo^cv  here''  Is  your  computer  set  up  or  is  your  system  set  up 
tSTSih  evei^one  who  makes  the  mistake  and  does  not  claim  for 

'''lllt^C''Z:rfre  you  in  the  process  of  trying  to  get  your 
computers  to  the  point  where  you  can  catch  all  of  these  eligible 

^X^^ARVER.  There  are  two  answers.  For  the  people  who  file  a 
return,  our  system  does  catch  it  if  they  do  not  claim  the  credit  and 
it  looks  like  to  us  they  are  eligible;  we  will  catch  those 

The  question  is  really  the  ones  who  are  not  fihng,  who  do  not  file 
a  return  with  us.  And  the  reason  we  track  the  new  filers  this  year, 
ft?s  a^initiative  of  the  service  in  total,  but  our  outreach  efforts- 
this  is  where  we  will  see  the  results,  are  the  people  who  have  never 
filed  before,  who  are  now  filing  just  to  get  the  earned  income  credit. 

So  we  do  measure  that  when  we .,  . 

Mr.  sZ'ORUM.  So  the  problem  that  Mr.  Matsui  was  talking 
about^maybe  I  did  not  understand  it-was  the  problem  of  gett  ng 
people  to  file  returns,  not  necessarily  getting  people  who  are  filing 
Returns  to  claim  the  credit.  The  problem  is  not  claiming  the  creM 
here  So  the  information  here-I  might  be  wrong-but  t^e  informa- 
to  here  is  nice,  but  it  really  does  not  "^^^ter  whether  they  |0  out 
and  claim  this  credit  or  not.  What  we  need  them  to  do  is  tile  tne 


return. 
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Mr.  Carver.  That  is  the  best  guarantee  that  we  will  catch  it.  But 
this  effort 

Mr.  Santorum.  But  did  you  not  just  tell  me  that  you  will  catch 
it  if  they  file  a  return? 

Mr.  Carver.  Yes.  Yes,  we  will. 

Mr.  Santorum.  So  what  we  need  them  to  do  is  to  file  the  return. 

Mr.  Carver.  Yes. 

Mr.  Santorum.  The  question  I  have  is:  Why  do  we  need  this? 

Mr.  Carver.  The  opportunity  between — and  we  are  not  sure  that 
that  16  million  is  a  good  figure,  but  we  really  do  feel  that  we  are 
getting  the  most  that  we  can  possibly  get.  The  16  million  was 
based  on  census  data,  and,  as  Ms.  Lullo  said,  it  has  nonincome 

Mr.  Santorum.  The  question  is:  Why  do  we  need  to  go  out  and 
promote  the  earned  income  tax  credit  when  really  all  we  need  to 
do  is  go  out  and  promote  people  to  file  returns? 

Mr.  Carver.  If  the  16  million  were  good  and  we  are  getting  14 
million,  we  are  looking  at  this  being  the  opportunity  to  reach  those 
other  2  million. 

Mr.  Santorum.  To  file. 

Mr.  Carver.  Yes. 

Ms.  Lullo.  In  addition  to  that,  I  think  the  reason  that  we  need 
the  publicity  is  that  there  are  a  lot  of  taxpayers  who  otherwise 
would  not  be  required  to  file  a  tax  return,  but  they  are  eligible  for 
the  credit,  so  we  need  to  get  the  word  to  them  as  well  that  you  are 
eligible  for  this  earned  income  credit,  even  though  you  have  no 
other  liability  to  file  a  tax  return. 

Mr.  Santorum.  Thank  you.  I  have  one  more  quick  question. 
Wendell,  you  can  try  this. 

What  evidence  do  you  have  that  the  earned  income  tax  credit 
works?  Now  we  have  increased  it  the  last  few  years,  and  now  we 
are  talking  about  increasing  it  again  this  year.  Do  you  have  any 
sort  of  empirical  data  that  the  earned  income  tax  credit  motivates 
people  to  work  or  motivates  them  to  work  longer  for  more  money 
to  sustain  their  families? 

Mr.  Primus.  Let  me  make  a  couple  of  comments  that  are  rel- 
evant to  that  question. 

One  is,  Americans  are  a  very  hard-working  society.  If  you  look 
at  the  data  that  was  released  in  the  subcommittee  print  a  couple 
week  ago,  it  clearly  shows  that  Americans  are  working  harder  in 
1989  than  they  were  in  1979.  Labor  force  participation  rates  are  at 
an  all-time  high. 

Second,  I  have  listened  closely  to  what  members  on  your  side  of 
the  aisle  have  said  and  to  your  staff  for  the  last  15  years.  And  I 
think  the  problem  that  you  have  been  most  concerned  about  is  the 
issue  of  nonwork,  and  based  on  a  lot  of  economic  theory  and  evi- 
dence, this  credit  clearly  encourages  people  who  are  not  working  to 
get  into  the  labor  force.  There  is  no  dispute  about  that. 

The  third  is  that  because  the  phaseout  rate  is  increased  by  2  per- 
centage points,  some  would  argue  that  that  diminishes  work  effort. 
Well,  one,  there  is  a  question  of  whether  they  can  really  change 
their  work  hours. 

Two,  there  is  a  question  of  whether  they  know  that  that  phase- 
out  did  increase  2  percent. 
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And  third,  let's  assume  they  have  all  of  that,  and  these  are  two- 
parent  families,  and  they  decide  to  spend  a  little  less  time  in  the 
labor  force  and  more  time  with  their  children  at  home,  is  that  nec- 
essarily a  bad  outcome?  I  mean,  these  are  people  now  who  are 
clearly  in  the  labor  force  earning  $15,000,  $16,000,  $17,000. 

Mr.  Santorum.  I  guess  on  that  last  point,  it  might  not  nec- 
essarily be  a  bad  thing.  But  I  think  people  earning  $25,000  and 
$30,000  and  $40,000  would  like  to  have  that  same  comfort  level  of 
having  Government  support  for  them  not  to  work. 

But  if  you  could  put  in  the  record  any  empirical  studies  that  you 
have  that  indicate — that  support  your  contentions,  it  would  be 
much  appreciated. 

Chairman  Rangel.  The  record  is  open  for  Mr.  Grandy  to  intro- 
duce questions  to  the  panel  in  the  record. 

The  chair  recognizes  Mr.  Jacobs. 

[No  response.] 

Chairman  Rangel.  Mr.  Cardin. 

[No  response.] 

Chairman  Rangel.  Mr.  Hancock. 

[No  response.] 

Chairman  Rangel.  Mr.  Payne. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman. 

I  would  like  to  just  pursue  this  notion  a  little  bit  further  about 
the  implementation  of  the  EITC  and  something  specifically,  Ms. 
Lullo,  that  you  mentioned  in  your  testimony. 

You  said  that  the  supplemental  credits,  the  young  child  and 
health  insurance  credits,  had  proven  to  be  complex,  and  con- 
sequently there  were  quite  a  number  of  errors  as  a  result  of  that. 

The  question  I  have  is:  Will  the  proposal  by  the  administration 
correct  that  problem,  or  are  you  suggesting  that  we  should  do  some 
additional  things  in  order  to  change  the  complexity  of  that  particu- 
lar element? 

Ms.  Lullo,  We  feel  that  the  proposal  of  the  Treasury  Depart- 
ment, which  indicates  that  they  would  do  away  with  the  health  in- 
surance credit  and  the  young  child  credit,  would  substantially  sim- 
plify the  earned  income  tax  credit. 

Mr.  Payne.  OK.  I  appreciate  that.  I  was  not  sure  of  the  answer 
and  whether  that  was  part  of  the  administration's  proposal. 

The  second  area,  and  one  that  you  did  not  touch  on,  but  it  is  my 
understanding  that  when  the  targeted  jobs  tax  credit  was  originally 
enacted  that  the  Department  of  the  Treasury  was  charged  also 
with  the  responsibility  of  publicizing  that  program.  Is  that  some- 
thing that  falls  under  your  purview,  and  if  so,  what  kind  of  public- 
ity does  the  department  provide  for  potential  employers? 

Ms.  Lullo.  Well,  yes,  it  would  fall  under  our  purview.  At  this 
point  in  time  we  are  not  doing  any  publicity  because  the  credit 
ended  as  of  June  30,  1992. 

But  if  it  were  reinstated,  we  would  go  through  some  of  the  same 
t3rpes  of  things,  that  we  would  try  to  identify  those  employers  and 
get  the  word  out  to  them.  We  could  do  that  in  the  mailings  that 
we  send  out  to  them  with  their  quarterly  tax  returns,  and  we 
would,  in  fact,  try  to  publicize  the  credit.  And  in  addition  to  that, 
we  would  take  some  extra  efforts  to  make  sure  that  they  knew,  for 
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instance,  if  it  were  extended  retroactively  what  they  would  need  to 
do,  because  some  employers  would  be  affected  by  that. 

In  addition,  the  exclusion  for  employer-provided  educational  as- 
sistance, if  reenacted  retroactively,  would  affect  individual  tax- 
payers. Some  taxpayers  would  have  paid  income  tax  that  they 
probably  would  not  have  needed  to,  and  we  would  have  to  deal 
with  them  getting  refunds  if  they  had  paid  tax  on  benefits  that  be- 
came taxable  after  June  30,  if  it  were  reinstated  retroactively. 

Mr.  Payne.  Do  you  think  you  were  doing  enough  before  it  ex- 
pired, so  that  employers  understood  the  program  and  its  availabil- 
ity? 

Ms.  LuLLO.  I  think  my  answer  to  that  would  have  to  be  yes.  We 
think  about  85,000  employers  were  claiming  the  targeted  joDS  cred- 
it, and  I  believe  the  figure  that  had  been  certified  for  employees 
that  qualified  for  that  was  around  500,000  employees,  and  that 
would  have  been,  of  course,  last  year. 

Oh,  in  addition  to  that,  what  we  did  when  the  credit  expired  was 
to  make  sure  that  this  was  made  known  in  all  of  the  publications 
that  employers  or  employees  that  might  qualify,  that  might  be  a 
qualifying  employee  for  that  credit,  were  aware  of  it.  We  would  use 
those  same  publications,  then,  to  reach  the  public  that  needed  to 
know  about  the  fact  that  the  credit  was  in  effect  again. 

Mr.  Payne.  Well,  it's  my  own  experience  that  in  my  district,  it 
seemed  that  there  were  many  potential  employers  who  did  not 
seem  to  be  familiar  with  the  program.  And  it  occurred  to  me  as  you 
were  talking  about  the  earned  income  tax  credit  that  many  of  the 
same  people  who  get  that  information,  the  employers,  are  exactly 
the  same  people  who  would  be  most  interested  in  the  targeted  jobs 
tax  credit  program.  Perhaps  there  might  be  a  way  to  combine  those 
two  as  you  mail  information,  one  piece  of  information  about  the 
earned  income  tax  credit,  at  the  same  time  they  might  also  get  in- 
formation about  the  targeted  jobs  tax  credit,  and  I  think  it  would 
be  maybe  an  effective  way  and  an  efficient  way  of  providing  that 
kind  of  information. 

Ms.  LULLO.  That  certainly  makes  a  lot  of  sense,  yes. 

Mr.  Payne.  Thanks.  And  I  yield  back  the  balance  of  my  time. 

Chairman  Rangel.  A  good  idea.  Mr.  Hoagland. 

Mr.  Hoagland.  Mr.  Chairman,  I  would  like  to  take  advantage  of 
the  presence  of  our  colleague,  Mr.  Sessions,  here  who  works  in  tax 
policy  in  Treasury,  and  if  I  might  ask  a  couple  of  questions  about 
certain  aspects  of  the  administration  proposal,  if  that  is  permis- 
sible, Mr.  Chairman? 

And  do  you  mind,  Mr.  Sessions,  if  I  ask  you  a  couple  of  questions 
about  two  subjects?  First,  the  temporary  incremental  tax  credit  and 
also  the  disparity,  the  problem  that  Mr.  Matsui  has  outlined  on  nu- 
merous occasions,  between  the  capital  gains  rate  and  the  ordinary 
income  rate,  if  the  President's  proposal  is  to  be  adopted. 

But  first  let  me  ask  you  about  the  temporary  incremental  in- 
come, the  temporary  incremental  tax  credit  for  companies  that 
make  investments. 

I  visited  with  companies  in  Nebraska  and  corporate  managers  in 
Nebraska  and  elsewhere  who  have  indicated  that  it  really  will  not 
affect  any  of  their  investment  decisions,  that  this  temporary  2-year 
incremental   tax  credit  would  provide   revenues.   They   would  be 
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pleased  to  accept  the  money,  but  that  they  do  not  plan  that  way. 
They  do  not  make  year-to-year  business  investment  decisions  based 
on  that. 

I  am  hearing  from — another  criticism  I  am  hearing  is  that  it 
would  be  very  difficult  to  administer,  that  the  corporations  would 
have  to  hire  lawyers  and  accountants  to  help  them  prepare  the 
forms,  that  IRS  would  have  a  very  complicated  job  processing  the 
forms.  People  have  called  it  an  administrative  nightmare. 

The  third  problem  is  that  Mr.  Reischauer  testified  about  2V2 
weeks  ago  before  this  committee  that  the  price  tag  was  in  the 
range  of  $12  billion.  You  know,  that  is  about  three-quarters  of  the 
stimulus  package  that  we  are  having  so  much  difficulty  with  in  the 
Senate. 

We  know  how  painful  it  is  to  find  $12  billion  in  cuts  or  in  reve- 
nue increases.  And  I  just  wondered  what  Treasury's  view  is  toward 
the  efficacy  of  that  proposal  and  how  wedded  the  Department  is  to 
that? 

Mr.  Sessions.  Well,  there  have  been  a  number  of  studies  of  in- 
cremental investment  tax  credits  which  indicate  that  they  do,  in 
fact,  provide  incentives  for  investment,  particularly  in  equipment. 

As  far  as  the  $12  billion  figure  that  Mr.  Reischauer  named,  I  do 
not  know  if  he  was  speaking  of  the  temporary  credit  only  or  the 
permanent  flat  credit.  In  any  event,  as  I  said,  there  have  been 
studies  indicating  that  it  does  provide  incentives. 

In  addition,  for  longer  term  investments,  the  credit  would  be 
based  upon  progress  payments  that  occur  within  the  2-year  period. 
The  provision  is  intended  to  be  a  stimulus  provision.  Since  it  is  de- 
signed to  reward  only  investment  above  the  taxpayer's  marginal  in- 
vestment, we  think  that  it  will  provide  a  stimulus  for  investments 
on  the  margin.  It  expires  after  2  years  because  that  is  consistent 
with  the  stimulus  purpose. 

In  terms  of  administrability,  we  are  in  the  process  of  developing 
the  specific  rules.  We  are  going  to  try  to  make  it  as  simple  as  pos- 
sible. The  fact  that  it  is  temporary  makes  it  possible  to  dispense 
with  a  number  of  rules  that  a  permanent  incremental  credit  would 
require.  So  we  think  it  will  be  simpler  than  a  permanent  credit, 
that  is,  a  permanent  incremental  credit. 

In  addition,  there  would  be,  as  you  know,  a  flat  credit  available 
for  smaller  businesses,  which  would  entirely  dispense  with  the 
complications  that  result  from  making  the  credit  incremental. 

So  on  the  whole,  the  administration  still  thinks  that  it  is  a  good 
idea,  supports  the  provision,  and  hopes  that  this  committee  will 
also. 

Mr.  HOAGLAND.  A  couple  of  additional  criticisms  I  have  heard — 
and  by  the  way,  I  am  just  speaking  about  the  incremental  credit 
for  corporations  of  over  $5  million;  that  was  costed  out  by  CBO  at 
$12  billion;  I  think  there  is  a  lot  more  support  for  the  permanent 
credit  for  companies  of  under  $5  million — additional  criticisms  that 
I  have  heard  have  to  do  with  the  uneven  application  of  the  credit. 

Companies  that  were  good  corporate  citizens  the  last  3  years  and 
made  substantial  investments  in  plant  and  equipment  to  help  the 
economy  along  would  not  be  able  to  avail  themselves  of  it  in  some 
instances  because  their  3-year  prior  average  would  be  too  high. 
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The  recapture,  the  rather  harsh  recapture,  provisions  have  come 
under  some  criticism. 

CBO,  in  an  internal  memo,  indicated  that  40  percent  of  the  bene- 
fit would  go  overseas;  40  percent  of  the  $12  billion  would  benefit 
importers. 

I  just  wonder  if  there  is  not  a  better  way  of  spending  that  $12 
billion?  But  do  you  have  any  additional  response  that  you  would 
like  to  make? 

Mr.  Sessions.  Well,  I  will  respond  to  the  comments  that  you 
made. 

In  terms  of  your  first  point  about  the  uneven  application  of  the 
credit,  we  have  incorporated  a  number  of  features  that  are  de- 
signed to  deal  with  that.  One  is  that  taxpayers  would  be  allowed 
to  elect  between  a  3-  and  a  5-vear  period  for  determining  their  his- 
torical base.  Five  years  is  a  fairly  long  period  of  time,  so  that  for 
the  larger  businesses  that  would  be  eligible  for  the  credit,  we  be- 
lieve that  that  will  capture  their  historical  averages,  at  least  in  the 
great  majority  of  cases. 

In  addition,  rather  than  allowing  the  credit  only  for  investments 
over  the  historical  base,  we  allow  the  credit  for  investments  over 
a  percentage  of  the  historical  base.  It  is  70  percent  in  the  first  year 
and  80  percent  in  the  second  year. 

The  recapture  is  also  at  an  80  percent  rate,  so  you  would  have 
to  drop  down — this  refers  to  the  second  point  you  made — ^you  would 
have  to  drop  significantly  below  your  historical  average  to  be  sub- 
ject to  recapture.  This  is  simply  a  rule  that  is  designed  to  prevent 
taxpayers  from  bunching  investment  in  1  year,  effectively  having 
2  years'  investment  in  1  year  and  therefore  getting  well  above  their 
base,  and  drop  significantly  in  the  next  year.  We  think  that  the  80 
percent  rule  is  a  fair  way  of  dealing  with  that. 

The  figure  that  you  gave  about  CBO  and  the  portion  of  the  credit 
that  goes  overseas,  I  am  not  familiar  with  that  and  would  have  to 
get  back  to  you  on  that. 

Mr.  HOAGLAND.  OK.  Let  me  shift  your  focus,  if  I  can,  to  this 
issue  that  Mr.  Matsui — mav  I,  Mr.  Chairman?  Let  me  inquire  just 
briefly  on  one  question  on  tnis  additional  issue  that  Mr.  Matsui  has 
raised  on  a  number  of  occasions. 

And  that  is,  by  broadening  the  disparity  between  capital  gains 
tax  rates  and  individual  income  tax  rates,  why  corporations  nave 
the  incentive,  then,  to  pay  compensation  in  the  form  of  items  that 
would  be  taxed  at  the  capital  gains  rate,  and  we  are  turning  to  the 
shell  games  that  we  had  before  the  Tax  Reform  Act  was  passed. 

I  wonder  if  all  of  you  are  thinking  about  that  in  Treasury  and 
trying  to  figure  out  a  way  of  overcoming  that  problem  with  a  pro- 
posal and  if  you  have  any  ideas  you  could  give  us  today? 

Mr.  Sessions.  Well,  first  of  all,  the  differential  would  still  be  a 
great  deal  smaller  than  it  has  been  in  the  past.  We  had  a  30  per- 
centage point  differential  in  the  middle  of  the  1980s.  This  woula  be 
an  11.6  percentage  point  differential  and  only  for  a  fairly  small 
number  of  taxpayers. 

In  addition,  one  of  the  incentives  that  taxpayers  have  even  under 
a  flat-rate  system  is  to  take  capital  gains  rather  than  ordinary  in- 
come because  of  deferral,  and  that  is  a  significant  advantage  re- 
gardless of  the  actual  rates.  We  do  not  think  that  the  difference  be- 
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tween  39.6  and  28  is  a  huge  swing.  At  least  it  certainly  does  not 
return  to  the  levels  that  we  had  before  the  1986  Tax  Reform  Act. 

Despite  these  points,  we  are  working  on  ways  to  try  to  ensure 
that  conversion  opportunities  are  limited  to  the  greatest  extent  pos- 
sible. I  cannot  share  those  at  the  moment,  because  we  are  still  in 
the  process  of  working  those  out. 

Mr.  HoAGLAND.  Well,  good.  Well,  thank  you,  Mr.  Chairman. 
Thank  you,  Mr.  Sessions. 

Chairman  Rangel.  Mr.  Kopetski. 

Mr.  Kopetski.  Thank  you,  Mr.  Chairman.  I  have  some  brilliant, 
incisive  questions,  but  in  the  interest  of  time,  I  will  yield  back  my 
time. 

Chairman  Rangel.  Let  me  thank  this  panel.  Let  me  just  ask  Mr. 
Primus  if  you  can  run  in  your  computer  to  see  how  manv  of  the 
2  million  people  that  are  mcarcerated  would  be  eligible  wr  some 
type  of  employment.  These  bums  are  in  jail;  they  are  not  working. 
And  it  seems  to  me  that  they  are  a  heavy  load  on  the  deficit,  and 
we  might  think  of  putting  them  to  work,  if  you  can  get  some  idea 
as  to  their  age  group  and  how  many  we  are  talking  about. 

Thank  you  very  much  for  your  testimony. 

The  next  panel — I  am  sorry;  I  did  not  notice  you,  Mr.  Grandy. 
I  thought  you  had  gone. 

Mr.  Grandy.  Mr.  Chairman,  you  did  not  notice  me,  because  I 
was  not  here.  I  appreciate  your  sense  of  timing,  though. 

Gentlemen,  I  am  sorry  that  I  had  to  leave.  I  thought  I  had  an 
appointment,  and  they  were  not  on  congressional  time,  so  I  missed 
them. 

But  I  did  want  to,  particularly  with  you,  Mr.  Sessions,  explore 
some  things  on  page  7  of  your  proposal  about  the  targeted  jobs  tax 
credit.  And  I  might  say,  I  had  hoped  that  someone  from  the  De- 
partment of  Labor  would  be  here  to  talk  a  little  bit  about  appren- 
tice programs  and  work-based  learning  and  lifelong  learning,  be- 
cause I  know  that  is  of  tremendous  concern  to  the  Secretary  and 
to  Mr.  McLarty,  the  President's  Chief  of  Staff  and  others  that  I 
have  dealt  with. 

But  I  assume  that  has  more  to  do  with  staffing  problems  in  the 
Department  of  Labor  than  a  lack  of  interest  in  this  particular  con- 
cept. 

Mr.  Sessions.  The  Treasury  was  invited  to  attend,  and  I  showed 
up.  As  far  as  invitations  to  other  agencies,  I  do  not  know  what  the 
decision  was. 

Mr.  Grandy.  Well,  I  would  have  to  assume  that  somewhere  down 
the  line  the  Department  of  Labor  will  be 

Mr.  Sessions.  They  certainlv  are  involved  in  this  proposal. 

Mr.  Grandy.  But  let  me  talk  to  you,  Mr.  Sessions,  about  the  pro- 
posal on  the  targeted  jobs  tax  credit  expansion,  because  this  looks, 
at  least  on  its  face,  very  similar  to  a  proposal  that  I  put  in  last 
year,  which  I  am  happy  to  say  Mr.  Rangel  is  a  cosponsor  of,  called 
the  Leading  Employers  Into  Apprentice  Partnership  Act.  And  it 
looks,  based  on  what  you  are  doing  here,  like  you  want  to  do  ex- 
actly the  same  thing,  foster  apprenticeships  at  the  local  level. 

But  let  me  ask  you  this:  If  you  want  to  do  that,  why  are  you  lim- 
iting this  proposal  to  people  between  the  ages  of  16  and  20,  when 
we  know  tnat  so  many  of  our  nontraditional  workers  and  potential 
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aspirants  to  the  workplace  are  older.  Some,  as  Mr.  Rangel  said, 
may  be  coming  out  of  prison,  may  be  coming  out  of  drug  rehab, 
may  be  coming  from  a  foreign  country. 

Is  there  any  particular  reason  that  this  proposal  is  just  limited 
to  youth?  Are  you  narrowly  trying  to  redirect  the  targeted  jobs  tax 
credit  here?  And  do  you  have  another  proposal  down  the  line  that 
would  perhaps  be  more  inclusive  of  nontraditional  workers? 

Mr.  Sessions.  There  is  no  other  proposal  that  I  am  familiar  with. 
The  decision,  I  think,  in  part  relates  to  the  fact  that  there  is  an 
opportunity  to  establish  programs  involving  high  schools  and  other 
academic  institutions  that  may  be  somewhat  more  ready  to  estab- 
lish these  programs  than  the  programs  that  deal  with  the  kinds  of 
individuals  that  you  are  describing. 

Certainly  we  would  be  willing  to  look  at  expanding  the  program. 
There  is  ooviously  a  revenue  consideration  that  you  have  to  deal 
with  in  expanding  it  beyond  this. 

Mr.  Grandy.  Well,  look,  I  mean,  we  are  not  talking  about  some- 
thing that  we  want  to  do  on  the  cheap,  if  we  do  it  at  all.  I  base 
this  around  the  high  school  concept  as  well.  But  in  my  particular 
State,  we  have  a  rather  strong  network  of  community  colleges 
which  are  now  taking  things  like  the  Carl  Perkins  Act,  which  had 
a  technology  preparation  provision  which  allows  people  in  high 
school  to  begin  to  get  some  vocational  credit  while  they  are  in  high 
school,  and  expand  that  concept.  As  a  result,  a  lot  of  the  appren- 
ticeships, if  you  want  to  call  them  that — and  I  want  to  use  a  ge- 
neric definition  of  apprenticeship  here — are  now  being  funneled 
through  the  high  schools  into  the  community  colleges  It  is  a  part- 
nership at  the  local  level  which  is  beginning  to  work  rather  well. 

I  would  have  to  assume  the  administration  would  be  amenable 
to  those  kinds  of  work -based  learning  crucibles. 

Mr.  Sessions.  From  the  standpoint  of  the  Treasury  Department, 
certainly  we  would.  As  you  mentioned,  the  Labor  Department  is  in- 
volved in  this.  I  would  expect  that  they  would  also  be  interested 
in  this. 

Mr.  Grandy.  However,  in  your  proposal  you  talk  exclusively 
about  the  targeted  jobs  tax  credit.  So  we  are  talking  about  a  wage 
credit  here. 

My  question  would  be:  You  obviously  use  a  wage  credit  to  dis- 
place or  replace  an  employer's  contribution  to  wages.  In  many  of 
these  cases,  you  are  going  to  have  students  and  nontraditional  stu- 
dents who  are  not  capable  of  earning  a  wage  until  they  go  through 
some  kind  of  an  apprentice  program.  That  was  the  idea  behind  my 
bill,  which  was  like  a  tax  credit,  an  R&D  credit,  for  in  this  case 
human  capital,  which  employers  would  be  able  to  take  off  their 
taxes. 

Is  that  something  that  comports  with  your  notion  on  underwrit- 
ing the  costs  of  apprenticeship  programs? 

Mr.  Sessions.  In  part,  it  was  a  decision  to  use  an  existing  mech- 
anism, not  to  add  another  structure  to  the  code. 

Mr.  Grandy.  Yes. 

Mr.  Sessions.  Something  that  employers  are  familiar  with  and 
may,  in  fact,  be  taking  advantage  of  with  respect  to  other  groups 
that  are  eligible  for  the  targeted  jobs  tax  credit. 
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Mr.  Grandy.  But  the  problem  vsdth  the  targeted  jobs  tax  credit, 
at  least  from  the  employers  I  have  dealt  with,  is  that  it  does  not 
really  get  as  deeply  into  the  systemic  educational  problems  that 
you  have  in  trying  to  get  these  people  up  and  operational  in  the 
workplace. 

In  other  words,  by  the  time  they  are  to  the  place  where  they  can 
qualify  for  the  wage  credit,  the  targeted  jobs  tax  credit  in  this  case, 
they  have  had  to  have  a  certain  amount  of  learning,  and  it  is  that 
learning  that,  at  least  in  my  experience,  needs  to  be  underwritten. 
That  was  the  purpose  behind  introducing  this  act. 

I  am  not  trying  to  replace  what  you  are  doing  here.  I  am  just 
wondering  if  that  should  not  be  part  and  parcel  of  a  greater  con- 
cept that  does  involve  the  business  and  the  educational  community 
at  the  local  level  in  a  kind  of  synergy  partnership  that  moves  kids 
out  of  school  or  back  into  school  and  into  the  workplace  hopefully 
seamlessly. 

Mr.  Sessions.  Well,  as  I  said,  the  Treasury  would  be  willing  to 
look  at  that  proposal. 

In  terms  of  the  qualifications  of  the  target  populations  to  hold  a 
job,  the  targeted  jobs  tax  credit  as  a  wage  supplement  obviously  is 
for  employers  who  have  made  a  decision  that  the  employee  can  pro- 
vide some  valuable  service  to  the  employer  at  the  time;  therefore, 
you  are  getting  some  efficiencies  by  asking  the  employer  and  the 
tax  system  to  snare  a  part  of  the  burden. 

If  you  were  to  extend  a  credit  to  a  group  where  the  employer 
does  not  believe  that  the  employee  can  provide  any  services  that 
are  worth  even  the  minimum  wage,  you  would  have  to  have  a  more 
generous  credit,  and  maybe  it  would  be  somewhat  less  efficient. 

Mr.  Grandy.  Well,  the  idea  behind  this — and  I  will  not  get  into 
the  details  in  it,  because  I  will  probably  respond  in  writing — ^but  it 
is  similar  to  the  R&D  tax  credit  in  that  it  is  a  20  percent  credit 
for  the  cost  of  education,  which  is  administered  by  a  tax-exempt  or- 
ganization of  which  the  employer  is  a  key  component,  but  it  is  not 
exclusively  the  employer's  domain.  Labor  would  be  involved,  the 
community,  educators,  perhaps  even  parents  and  students. 

I  will  not  explore  this  now,  but  I  would  just  say  that  I  think  I 
see  a  lot  here  in  your  proposal  that  I  like,  but  I  find  myself  saying: 
I  wish  there  was  a  little  bit  more  to  embrace  and  that  more  of  the 
concepts  that  have  been  talked  about,  certainly  by  the  Secretary  of 
Labor,  had  been  included. 

Mr.  Chairman,  I  would  like  to  submit  one  question  for  the  record 
regarding  the  EITC  and  some  of  the  things  that  Mr.  Santorum  al- 
luded to  in  his  testimony. 

Chairman  Rangel.  Without  objection. 

Mr,  Grandy.  Thank  you,  gentlemen. 

[The  questions  submitted  by  Grandy  and  the  answers  follow:] 
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Questions  Submitted  For  The  Record 

Committee  on  Ways  and  Means, 

Subcommittees  on  Human  Resources  and  Select  Revenues 

March  30,  1993 

By  Representative  Fred  Grandy 

EMPLOYER  PROVIDED  EDUCATION  ASSISTANCE 

I  have  a  few  questions  for  you  regarding  how  the  Administration 
would  like  to  see  the  employer  provided  education  assistance 
provision  be  made  retroactive. 

First,  do  you  have  any  idea  what  percent  of  businesses  have  filed 
incorrect  W2  forms  for  their  employees  —  meaning  they  did  not 
report  and  withhold  taxes  in  the  last  six  months  of  1992  on 
education  benefits?   How  many  businesses  or  what  percent  did 
withhold  on  education  benefits? 

I  support  the  President's  proposal  to  retroactively  extend  to 
June  1992  Section  127,  employer  provided  education  assistance 
benefits.   Given  that  some  employers  did  follow  the  law  and  did 
report  and  withhold  on  education  benefits,  what  is  the  least 
painful  manner  in  which  to  change  the  law  and  not  penalize  those 
taxpayers  who  did  follow  the  law?   I  believe  it  would  be  to  allow 
them  to  not  file  amended  returns  for  1992  and  instead  to  rebate 
the  overwithholding  on  the  1993  return.   Once  Congress  does 
change  the  law,  the  employer  can  change  the  employee's 
withholding  for  a  few  weeks  or  months  and  thereby  rebate  the 
overwithholding  immediately  to  the  employee. 

Finally,  it  has  been  said  that  much  of  the  education  benefits 
provided  under  section  127  could  really  be  classified  as  normal 
and  ordinary  business  expenses  and  would  thus  be  eligible  for  a 
regular  business  deduction  under  section  168.   Has  the 
Administration  got  any  information  on  how  much  of  the  education 
provided  to  employees  under  section  127  could  actually  be 
reclassified  as  a  business  expense? 
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Attachment  B. 


Responses  to  Representative  dandy's  Questions  for  the  Record 

QUESTION:    Does  IRS  have  any  idea  of  the  number  of  employers  that  treated  the 
educational  expenses  incurred  in  the  latter  half  of  1992  incorrectly  for  tax  purposes  (meaning 
it  was  not  included  in  income)  and  the  number  that  treated  the  expenses  correctly? 

ANSWER:    We  do  not  have  information  on  the  number  of  employers  that  treated  employee 
educational  assistance  program  expenses  incurred  on  or  after  July  1,  1992  (when  the  exclusion 
expired  under  current  law)  properly  or  improperly.    Only  through  examination  of  returns 
would  errors  in  this  area  be  identified    This  type  of  examination,  which  would  not  cover  all 
filers,  does  not  take  place  for  quite  some  time  after  the  filing  of  the  tax  return  by  the 
employer 

QUESTION:    What  does  IRS  believe  would  be  the  least  painful  (for  the  employers  who 
treated  the  educational  expenses  correctly)  manner  of  handling  this  provision  retroactively? 

ANSWER:    Should  this  deduction  be  extended  retroactively  by  the  Congress  (as  provided  in 
the  vetoed  H.  R    11),  the  effect  would  be  transparent  to  employers'  income  taxes.    However, 
employers  would  be  required  to  issue  amended  W-2  forms  for  their  employees  and  employees 
would  be  required  to  file  amended  returns.    It  is  currently  impossible  to  grant  a  credit  for 
prior  year  activities  on  a  current  year  return.    If  filers  were  permitted  to  make  adjustments  on 
the  1993  returns,  as  proposed  by  Mr  Grandy,  that  would  affect  the  calculation  of  their 
Adjusted  Gross  Income  (AGI)  which  in  turn  would  impact  the  eligibility  of  taxpayers  for  a 
wide  variety  of  credits  and  deductions  on  the  1993  returns. 

QUESTION:    Does  IRS  have  any  information  on  the  amount  or  the  percentage  of  the 
educational  expenses  provided  by  employers  that  could  actually  be  reclassified  as  an  ordinary 
and  necessary  business  expense  under  section  168? 

ANSWER    We  do  not  have  the  information  requested.    (Section  168  in  the  question  does  not 
relate  to  ordinary  and  necessary  business  expense;  section  162  is  the  correct  citation.) 
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Chairman  Rangel.  We  thank  the  panel,  and  we  will  invite  the 
next  panel  to  come  up:  the  Greneral  Accounting  Office,  Jennie 
Stathis,  Director  of  Tax  Policy  and  Administration;  our  old  friend, 
Jim  Wetzler,  Commissioner  of  the  New  York  State  Department  of 
Taxation  and  Finance;  Tom  Hines,  Executive  Deputy  Commis- 
sioner, New  York  State  Department  of  Labor. 

Now  at  the  request  of  Mr.  Santorum,  there  is  a  professor  here 
that  wanted  to  get  on  this  panel  because  of  a  time  problem. 

Is  Dr.  Gary  Burtless  here? 

Well,  if  he  is  not,  then  we  will  move  forward  with  this  panel. 

All  right.  Dr.  Burtless  is  here,  and  as  a  courtesy  to  Mr. 
Santorum,  we  will  put  him  on  the  Government  panel. 

As  most  of  you  know,  we  are  running  behind  time  here  in  this 
hearing.  So  without  objection,  your  testimony  will  be  entered  into 
the  record,  and  it  would  be  very,  very  helpful  to  the  committee  if 
you  could  highlight  your  testimony  and  try  to  keep  your  oral  testi- 
mony to  the  minimum,  and  we  will  start  with  Ms.  Jennie  Stathis 
of  the  General  Accounting  Office. 

STATEMENT  OF  JENNIE  S.  STATHIS,  DIRECTOR,  TAX  POLICY 
AND  ADMINISTRATION  ISSUES,  GENERAL  GOVERNMENT 
DIVISION,  U.S.  GENERAL  ACCOUNTING  OFFICE 

Mr.  Stathis.  Thank  you,  Mr.  Chairman.  I  am  pleased  to  be  here 
today.  On  my  left  is  Dr.  Tom  McCool,  our  economist  who  is  respon- 
sible for  a  lot  of  the  work  that  we  are  discussing  today.  We  have 
five  major  points. 

The  nrst  one  is  that  the  target  population  for  the  earned  income 
credit  is  working  families  with  children.  Accordingly,  most  low-in- 
come households  do  not  qualify  for  the  credit.  For  those  18  percent 
reached,  the  credit  works.  It  offsets  payroll  taxes,  increases  pro- 
gp^essivity  of  the  tax  system,  and  provides  a  positive  work  incentive 
to  the  lowest  income  group  with  only  a  slight  disincentive  to  other 
recipients. 

The  credit  has  been  the  source  of  more  taxpayer  mistakes  than 
any  other  individual  income  tax  provision.  IRJS  introduced  a  com- 
plex schedule  in  an  attempt  to  prevent  ineligible  taxpayers  from  re- 
ceiving the  credit,  but  gives  the  credit  even  when  the  schedule 
lacks  most  information.  Despite  simplification  efforts,  the  earned 
income  credit  remains  fairly  complex,  primarily  because  of  the  sup- 
plemental credits,  but  also  because  families  must  meet  one  test  to 
claim  a  dependent  and  another  to  claim  a  child  who  qualifies  for 
the  credit. 

Most  employers  and  credit  recipients  are  unaware  that  the  credit 
is  available  in  advance  payments.  Advance  payments  did  not  ap- 
peal to  many  of  those  who  were  aware  of  the  option. 

I  would  just  highlight  a  few  things  in  my  statement,  Mr.  Chair- 
man. On  page  4,  we  have  a  figure  that  shows  the  design  of  the 
credit  and  features  the  three  groups:  the  lowest  income  earners 
whose  credit  is  phased  in;  the  middle  group  whose  credit  is  a  flat 
amount;  and  the  highest  income  recipients  whose  credit  is  phased 
out. 

In  1988,  more  than  half  of  all  the  recipients  had  incomes  in  that 
phaseout  range,  and  the  remainder  were  split  between  the  other 
two  portions. 
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One  stated  goal  of  the  earned  income  credit  is  to  offset  payroll 
taxes.  We  compared  the  credit  received  by  households  in  1988  with 
their  payroll  taxes.  The  credit  offset  almost  all  of  the  employee's 
share  of  payroll  taxes  and  is  projected  to  offset  178  percent  by 
1994. 

We  also  examined  how  the  credit  affected  combined  payroll  and 
Federal  income  tax  burdens.  In  1988,  recipients  who  were  in  the 
lowest  income  range  had  their  Federal  tax  burden  reduced  from 
over  14  percent  to  about  1  percent  due  to  the  credit.  Recipients  in 
the  phaseout  range  saw  their  tax  rate  reduced  from  about  14  to  8 
percent. 

One  way  of  considering  the  incentive  effects  of  the  credit  is  to  ex- 
amine how  it  affects  marginal  tax  rates.  Those  rates  were  also  re- 
duced. While  the  incentives  generated  by  marginal  tax  rates  and 
changes  in  those  rates  are  clearly  important,  whether  and  how 
much  people  are  likely  to  react  to  those  incentives  are  also  impor- 
tant. Our  measures  indicate  that  recipients  in  the  lowest  income 
range  probably  increased  their  hours  worked  about  4  percent  in  re- 
sponse to  the  credit.  Workers  in  the  middle  range  or  the  phaseout 
range  probably  reduced  their  hours  worked  slightly  by  3  to  4  per- 
cent. 

Because  there  are  many  more  workers  in  the  latter  two  cat- 
egories than  in  the  first,  the  net  effect  on  all  recipients  was  prob- 
ably a  2  percent  reduction  in  hours  worked. 

For  many  years,  the  credit  has  been  a  major  administrative  con- 
cern for  IRS.  Changes  in  1990  both  simplified  and  complicated  the 
credit  for  taxpayers  and  IRS.  The  law  eliminated  a  major  obstacle 
in  determining  eligibility.  It  replaced  the  complicated  head-of- 
household  support  test  with  a  simpler  test.  On  the  other  hand,  it 
created  additional  complexity  by  adding  two  supplemental  credits. 
IRS  compounded  that  complexity  by  introducing  a  complicated 
schedule  that  taxpayers  had  to  submit  to  get  the  credit. 

The  primary  reason  for  the  schedule  was  to  give  IRS  assurance 
that  the  credit  would  be  given  only  to  eligible  taxpayers.  However, 
the  procedures  IRS  established  can  still  allow  ineligible  taxpayers 
to  receive  the  credit. 

While  there  are  changes  IRS  can  make  to  ensure  better  compli- 
ance with  existing  law,  both  compliance  and  administration  could 
be  eased  with  some  legislative  changes.  Either  eliminating  the  sup- 
plemental credits  or  eliminating  the  interactions  would  make  it 
easier  to  administer  without  any  additional  information  other  than 
what  is  normally  on  a  tax  return. 

A  second  complexity  is  the  different  test  now  in  law  for  claiming 
exemptions  for  children  and  for  qualifying  children  for  the  credit. 
Congress  could  make  the  job  of  IRS  and  the  taxpayer  easier  by 
making  those  rules  conform.  One  way  of  doing  that  would  be  to 
simplify  the  personal  exemption  determination  by  substituting  a 
residency  test  for  the  more  complex  support  test. 

The  advance  payment  option  allows  workers  who  are  qualified 
for  the  credit  to  receive  it  as  part  of  their  paychecks.  We  found  that 
very  few  workers  were  taking  advantage  of  that  option.  Less  than 
one-half  of  a  percent  of  eligible  workers  received  the  advance  pay- 
ment in  1989.  From  our  analysis,  it  appeared  that  the  main  rea- 
sons for  this  low  rate  were  that  many  eligible  workers  were  not 


63 


aware  of  the  option,  and  many  others  preferred  to  receive  the  cred- 
it as  a  lump-sum  amount. 

That  concludes  the  basic  points  in  my  statement. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  JENNIE  S.  STATHIS.  DIRECTOR 

TAX  POLICY  AND  ADMINISTRATION  ISSUES 

U.S.  GENERAL  ACCOUNTING  OFRCE 


Messrs.  Chairmen  and  Members  of  the  Subcommittees: 


We  are  pleased  to  be  here  to  discuss  the  earned  Income  tax  credit 
as  a  wage  supplement  and  its  effect  on  work  incentives.   The 
credit  was  established  in  1975  and  expanded  in  1990  to  Increase 
the  progressivity  of  the  federal  tax  system  and  to  enhance  work 
incentives  for  low-wage  workers . 

Today,  I  want  to  make  five  major  points: 

The  target  population  for  the  earned  Income  credit  is 
working  families  with  children.   Accordingly,  most  low- 
income  households  do  not  qualify  for  the  credit. 

For  those  18  percent  reached,  the  credit  works.   It  offsets 
payroll  taxes.  Increases  progressivity  of  the  tax  system, 
and  provides  a  positive  work  Incentive  to  the  lowest  income 
group  with  only  a  slight  disincentive  to  other  recipients. 

The  credit  has  been  the  source  of  more  taxpayer  mistakes 
than  any  other  individual  income  tax  provision.   IRS 
Introduced  a  complex  schedule  in  an  attempt  to  prevent 
Ineligible  taxpayers  from  receiving  the  credit  but  gives  the 
credit  even  when  the  schedule  lacks  most  information. 

Despite  simplification  efforts,  the  earned  income  credit 
remains  fairly  complex,  primarily  because  of  the 
supplemental  credits  but  also  because  families  must  meet  one 
test  to  claim  a  dependent  and  another  to  claim  a  child  who 
qualifies  for  the  credit. 

Most  employers  and  credit  recipients  are  unaware  that  the 
earned  income  credit  is  available  in  advance  payments. 
Advance  payments  did  not  appeal  to  many  of  those  who  were 
aware  of  the  option. 

Our  testimony  today  is  based  on  three  GAO  efforts.   One  is  an 
ongoing  review  of  the  earned  income  tax  credit  requested  by 
Senator  Bill  Bradley.   The  second  is  a  recently  issued  report  to 
the  Chairman  of  the  Senate  Finance  Committee,  TAX  ADMINISTRATION: 
Erroneous  Dependent  and  Filing  Status  Claims (GAO/GGD-93-60,  Mar. 
19,  1993).   The  third  is  a  report  EARNED  INCOME  TAX  CREDIT: 
Advance  Payment  Option  is  Not  Widely  Known  or  Understood  by  the 
Public (GAO/GGD-92 -26,  Feb.  19,  1992),  which  was  mandated  in  the 
Omnibus  Budget  Reconciliation  Act  of  1990. 

DESIGN  OF  THE  CREDIT 

The  earned  Income  tax  credit  is  a  refundable  tax  credit  available 
to  low-income  workers  with  a  qualifying  child.   The  benefits  are 
based  primarily  on  earnings,  although  total  income  can  affect  the 
amount  of  the  credit. 

Congress  created  the  credit  in  1975  with  two  stated  long-term 
objectives:  (1)  to  offset  the  Impact  of  Social  Security  taxes  on 
low- income  individuals;  and  (2)  to  encourage  these  same 
Individuals  to  seek  employment,  rather  than  depend  on  welfare 
benefits . 

In  1990,  as  part  of  the  Omnibus  Budget  Reconciliation  Act  (OBRA), 
Congress  substantially  expanded  the  credit,  making  the  basic 
credit  more  generous  and  adding  provisions  that  give  larger 
credit  amounts  to  households  (1)  with  more  than  one  child,  (2) 
with  a  child  less  than  1  year  old,  or  (3)  that  pay  for  health 
insurance  covering  a  dependent  child.   OBRA  also  relaxed  and 
simplified  the  credit's  qualifying  criteria. 

The  credit's  structure  divides  recipients  into  three  groups: 
lowest  Income  earners  whose  credit  is  "phased  in,"  a  middle  group 
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of  low-Income  earners  whose  credit  Is  a  flat  amount,  and  the 
highest  Income  recipients  whose  credit  is  "phased  out."   In  1992, 
the  ranges  were  as  follows: 

Qualifying  workers  with  Incomes  less  than  $7,520  received 
the  full  credit  rate  or  wage  supplement  (17.6  percent  of 
earnings  for  families  with  one  child  and  18.4  percent  with 
more  than  one  child) . 

Workers  whose  income  ranged  between  $7,520  and  $11,920 
received  the  maximum  credit  amount  of  $1,324  with  one  child 
and  $1,364  with  more  than  one  child. 

Workers  whose  earnings  were  greater  than  $11,920  saw  the 
credit  reduced  by  12.57  cents  (or  13.21  cents  if  more  than 
one  child)  for  each  additional  dollar  earned  until  earnings 
reached  $22,370,  at  which  point  the  credit  was  completely 
phased-out . 

Figure  1:  Structure  of  Basic 


Earned  Income  Tax  Credit,  1992 
(Amounts  in  dollars 


The  supplemental  credits  add  5  percentage  points  to  the  credit 
rate  for  a  child  under  1  year  old  and  6  percentage  points  for 
payment  of  the  health  insurance  premiums  of  a  dependent  child. 

As  part  of  OBRA,  the  credit  rate  is  scheduled  to  rise  to  23 
percent  for  one  child  and  25  percent  for  more  than  one  child  in 
1994.   The  phase-out  rates  will  also  rise  to  16.43  percent  and 
17.86  percent  in  1994. 

SIZE  OF  CREDIT  HAS  INCREASED  SUBSTANTIALLY, 
BUT  MANY  LOW- INCOME  FILERS  DO  NOT  QUALIFY 

Between  1988  and  1990,  the  average  credit  amount  was  about  $600 
in  1991  dollars.   As  a  result  of  the  OBRA  changes,  the  average 
amount  Increased  to  over  $800  in  1991  and  is  projected  to  rise  tc 
over  $1,000  by  1994.   The  average  credit  amount  as  a  proportion 
of  adjusted  gross  incomes  rose  similarly.   This  effective  credit 
rate  was  5.3  percent  in  1988  and  6.7  percent  in  1991.   On  the 
basis  of  our  analysis,  we  project  that  it  will  rise  to  over  9 
percent  by  1994. 

Our  analysis  of  1988  recipients  showed  that  slightly  over  half 
were  above  the  poverty  line  with  the  remainder  below  that  line. 
Those  below  the  poverty  line  generally  received  above  average 
amounts  of  credit,  about  $700,  compared  to  those  above  the 
poverty  line,  whose  average  credit  was  about  $500  in  1988. 


66 


More  than  half  of  the  credit  recipients  had  incomes  in  the  phase- 
out  range.   The  remainder  of  the  recipients  were  split  between 
those  with  Incomes  in  the  middle  range  where  the  credit  was 
constant,  and  those  in  the  lowest  Income  range. 

Only  families  with  children  are  eligible  to  receive  the  credit. 
As  a  result,  about  18  percent  of  taxpayers  whose  adjusted  gross 
income  (AGI)  was  below  the  eligibility  cutoff  received  the  credit 
in  1988.   Single  filers  became  eligible  for  the  credit  in  1991, 
so  the  proportion  of  credit  recipients  may  be  higher  today. 

CREDIT  INCREASES  PROGRESSIVITY  OF  TAX  SYSTEM 
ALTHOUGH  IT  MAY  SLIGHTLY  REDUCE  HOURS  WORKED 

One  stated  goal  of  the  earned  income  credit  is  to  offset  payroll 
taxes.   We  compared  the  credit  received  by  households  in  1988 
with  their  payroll  taxes.   The  credit  offset  almost  all  of  the 
employee's  share  of  payroll  taxes  and  is  projected  to  offset  178 
percent  by  1994. 

For  those  in  the  lowest  Income  group,  the  credit  more  than 
offset  the  employee's  share  of  the  payroll  tax  in  1988.   In 
addition,  the  credit  offset  86  percent  of  the  combined 
employee  and  employer  payroll  taxes.   Our  calculations  show 
that  in  1991  the  credit  more  than  offset  all  payroll  taxes 
for  these  lowest  income  workers. 

For  qualifying  workers  with  higher  incomes  (those  in  the 
flat  and  phase-out  ranges),  the  credit  offsets  a  decreasing 
portion  of  payroll  taxes  as  earnings  increase.   On  average, 
the  credit  offset  89  percent  of  the  combined  employee  and 
employer  payroll  taxes  for  those  in  the  flat  range  in  1991 
and  28  percent  for  those  in  the  phase-out  range. 

We  also  examined  how  the  credit  affected  combined  payroll  and 
federal  income  tax  burdens.   In  1988,  credit  recipients  who  were 
in  the  lowest  income  range  had  their  federal  tax  burden  reduced 
from  over  14  percent  to  about  1  percent  due  to  the  credit. 
Recipients  in  the  beginning  of  the  phase-out  range  (AGI  from 
$9,840  to  $12,000)  saw  their  effective  tax  rate  reduced  from 
about  14  percent  to  aboXit  8  percent.   A  similar  analysis  of  all 
taxpayers  in  these  Income  ranges  showed  a  much  smaller  effect-- 
primarily  because  such  a  large  proportion  of  them  were  not 
eligible  for  the  earned  income  credit  for  reasons  other  than 
income  level.   For  example,  for  all  taxpayers  in  the  lowest 
income  range,  the  credit  reduced  the  effective  tax  rate  from 
about  13  percent  to  about  12  percent.   All  taxpayers  in  the  AGI 
range  of  $9,840  to  $12,000  had  an  effective  tax  rate  of  over  15 
percent  before  the  credit  and  about  14  percent  after  the  credit 
was  included. 
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Figure  2:  Average  Effective  Income 
and  Payroll  Tax  Rates,  Before  and 
After  Earned  Income  Tax  Credit,  19BB 
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Incentive  Effects 

One  way  of  considering  the  incentive  effects  of  the  credit  is  to 
examine  how  the  credit  affects  marginal  tax  rates.'  Marginal 
tax  rates  (counting  employees'  payroll  taxes  and  federal  income 
taxes)  were  a  negative  6.49  percent  for  households  in  the  lowest 
income  range  (less  than  $6,240  in  1988).   This  negative  tax  or 
effective  wage  subsidy  may  act  as  an  incentive  to  -work  or  to  work 
more  hours,  if  possible. 

As  workers '  incomes  increased  and  they  moved  into  the  range  of 
incomes  in  which  the  credit  was  constant,  marginal  tax  rates 
jumped  to  7.51  percent,  reflecting  payroll  taxes.   Marginal  tax 
rates  jumped  again  (to  17.51  percent)  as  workers  moved  into  the 
phase-out  range  of  the  credit  (adjusted  gross  income  above  $9,840 
in  1988),  because  the  phase-out  acted  as  an  effective  tax  rate  of 
10  percent  on  earnings.   As  an  effective  tax  on  wages,  the  phase- 
out  may  reduce  the  Incentive  to  work.   The  last  jump  comes  when 
the  worker  moved  to  an  Income  level  at  which  the  15  percent 
personal  Income  tax  rate  became  effective  ($12,800  In  1988). 

While  the  Incentives  generated  by  marginal  tax  rates  and  changes 
in  those  rates  are  clearly  important,  whether  and  how  much  people 
are  likely  to  react  to  those  incentives  are  also  important.   We 
used  estimates  of  labor  supply  response  from  the  negative  income 
tax  experiments  of  the  early  1970s  to  measure  the  effect  of  these 
incentives  on  hours  worked  by  credit  recipients.   Such  estimates, 
from  a  different  time  and  context,  must  be  used  cautiously  and 


'A  marginal  tax  rate  is  the  increase  in  taxes  that  results  from  a 
1-dollar  increase  in  Income. 


68 


could  overstate  the  contemporary  response  to  the  credit.  But  we 
believe  they  are  the  best  available  evidence  of  the  labor  supply 
response  of  low-income  workers. 

Our  measures  indicate  that  credit  recipients  in  the  lowest  income 
range  probably  increased  their  hours  worked  about  4  percent  in 
response  to  the  credit.   Workers  in  the  middle  range  or  the 
phase-out  range  of  the  credit  probably  reduced  their  hours  worked 
slightly--by  3  to  4  percent.   Because  there  are  many  more  workers 
in  the  latter  two  categories  than  in  the  first  category,  the  net 
effect  on  all  recipients  was  probably  a  2-percent  reduction  in 
hours  worked. 

SOME  PROBLEMS  ADMINISTERING  THE  CREDIT 
HAVE  BEEN  RESOLVED  BUT  OTHERS  REMAIN 

For  many  years,  the  earned  income  credit  has  been  a  major 
administrative  concern  for  IRS:   it  is  the  source  of  more 
taxpayer  mistakes  than  any  other  individual  income  tax  provision. 
For  tax  year  1988,  an  estimated  one-third  of  those  who  received 
the  credit  were  not  entitled  to  it.   The  most  frequent  source  of 
error  was  filers  claiming  the  wrong  filing  status;  this  was 
usually  head  of  household,  because  single  filers  with  children 
were  not  eligible  for  the  credit  before  1991.   IRS  was  always 
faced  with  the  dilemma  of  denying  the  credit  to  potentially 
eligible  taxpayers  or  granting  it  to  ineligible  filers,  primarily 
because  it  did  not  have  enough  information  to  make  accurate 
qualification  determinatio.is. 

Paradoxically,  OBRA  both  simplified  and  complicated  the  credit 
for  taxpayers  and  the  IRS.   On  the  one  hand,  OBRA  eliminated  some 
of  the  major  obstacles  for  taxpayers  in  determining  their 
eligibility  and  for  IRS  in  administering  the  eligibility 
requirements  for  the  basic  credit  by  replacing  the  complicated 
head  of  household  support  test  with  simpler  tests  based  on 
relationship,  residence,  and  age  of  the  child. 

On  the  other  hand,  OBRA  created  some  additional  complexity  for 
IRS  and  taxpayers  by  adding  two  supplemental  credits  (health 
insurance  and  young  child)  to  the  basic  credit.   Congress  had 
always  been  concerned  that  all  those  eligible  for  the  credit  were 
not  receiving  it.   With  the  introduction  of  the  new  credits  this 
concern  increased.   In  response,  IRS  substantially  increased  its 
outreach  efforts,  publicizing  the  credit  through  seminars  and 
distributing  brochures  and  handouts  at  meetings  of  those 
concerned  with  potentially  eligible  clientele.   IRS  also  tried  to 
get  information  directly  to  those  who  might  be  eligible  through 
news  releases,  fact  sheets,  posters,  and  radio  and  TV 
advertisements.   IRS  has  also  subsequently  modified  the  notice  it 
sends  to  nonfilers  to  let  them  know  that  filing  a  return  may  be 
to  their  advantage  because  they  may  be  eligible  for  the  credit. 

While  IRS'  outreach  efforts  improved,  in  our  view  IRS  compounded 
some  of  the  new  complexities  for  taxpayers  by  introducing  a 
complicated  schedule  that  taxpayers  had  to  submit  to  get  the 
credit.   The  schedule  has  four  parts  and  a  number  of  cautionary 
notes  to  warn  taxpayers  about  the  interactions.   We  are  concerned 
that  some  potential  recipients  may  be  intimidated  by  the  form. 
In  IRS'  view,  the  primary  reason  for  the  schedule  was  to  give 
them  assurance  that  the  credit  would  be  given  only  to  eligible 
taxpayers.   However,  the  procedures  IRS  established  to  process 
the  schedule  can  still  allow  ineligible  taxpayers  to  receive  the 
credit. 

If  a  taxpayer  submits  the  Schedule  EIC  but  omits  important 
information,  IRS  often  gives  the  credit  anyway.   Submitting  the 
schedule  with  any  information  at  all  often  seems  to  be  enough, 
from  IRS'  perspective,  to  allow  a  taxpayer  to  qualify.   For 
example,  taxpayers  can  submit  a  schedule  without  providing  such 
information  as  the  child's  year  of  birth.  Social  Security  number. 
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relationship,  and  number  of  months  lived  with  taxpayer  and  still 
get  the  credit,  even  though  this  Information  Is  essential  If  IRS 
Is  to  make  proper  credit  determinations. 

We  believe  that  IRS  should  modify  the  Income  tax  return  to 
capture  the  data  needed  to  determine  basic  credit  eligibility. 
For  example,  IRS  could  modify  the  dependent  Information  segment 
of  the  tax  return  to  accommodate  the  differences  between  a 
qualifying  child  and  dependent,  thus  reducing  the  need  for  a 
separate  schedule.   (See  attachment)   If  the  health  Insurance 
credit  is  maintained,  space  would  be  needed  on  the  return  to 
write  in  the  health  Insurance  premium.   Such  modifications  to  the 
return,  along  with  clearer  tax  return  Instructions,  would  likely 
reduce  the  number  of  erroneous  credit  payments. 

IRS  could  establish  a  program  to  detect  taxpayers  who  erroneously 
claim  children  for  earned  Income  credit  purposes.   This  could  be 
done  by  matching  the  Social  Security  number  for  the  child  against 
other  IRS  records  to  determine  if  the  child  meets  the  age 
requirements,  was  claimed  by  another  taxpayer,  or  received 
income.   If  IRS  matched  Social  Security  numbers  to  detect 
nonqualified  children  or  W-2  information  to  check  income 
eligibility,  the  benefits  of  such  programs  would  be  limited 
because,  under  current  technology,  these  matches  would  have  to  be 
done  well  after  the  credit  has  already  been  paid.   IRS'  Tax 
Systems  Modernization  program  may  allow  IRS  to  match  W-2 
information  contemporaneously  with  the  incoming  tax  return.   With 
such  a  technique,  IRS  will  be  better  able  to  ensure  that  the 
credit  goes  to  eligible  and  only  to  eligible  recipients. 

SOME  ADMINISTRATIVE  AND  COMPLIANCE  PROBLEMS 


CAN  BE  ELIMINATED  BY  LEGISLATIVE  CHANGES 

While  there  are  changes  IRS  can  make  to  ensure  better  compliance 
with  existing  law,  both  compliance  and  administration  could  be 
eased  with  some  legislative  changes.   One  significant  change 
would  eliminate  the  interactions  Introduced  by  the  1990  law. 
Another  would  do  away  with  the  current  distinctions  between  a 
qualifying  child  and  a  dependent. 

Some  of  the  most  complicated  features  of  the  OBRA  changes  are  the 
interactions  between  the  new  supplemental  credits  and  preexisting 
provisions  of  the  tax  code.   For  example,  taxpayers  who  take  the 
young  child  supplemental  credit  are  not  allowed  to  exclude 
employer-provided  dependent  care  expenses.   Alternatively, 
taxpayers  who  claim  the  health  Insurance  credit  must  reduce  any 
health  insurance  premium  deduction.   These  interactions  affect  a 
very  small  number  of  taxpayers,  but  providing  for  them  on  a 
schedule  or  a  tax  return  is  complicated  and  can  be  confusing  to 
taxpayers . 

Either  eliminating  the  supplemental  credits  or  eliminating  the 
Interactions  would  make  It  easier  to  administer  the  credit 
without  any  additional  information  other  than  what  Is  normally  on 
a  tax  return. 

A  second  complexity  is  the  different  tests  now  in  law  for 
claiming  exemptions  for  children  and  for  qualifying  children  for 
the  credit.   Congress  could  make  the  job  of  IRS  and  the  taxpayer 
easier  by  making  these  rules  conform.   One  way  of  doing  this 
would  be  to  simplify  the  personal  exemption  determination  by 
substituting  a  residency  test  for  the  more  complex  support  test. 
If  this  change  were  enacted  and  the  exemption  section  on  the  tax 
return  modified  to  Include  the  child's  age,  IRS  could  readily 
determine  if  taxpayers  are  eligible  for  the  basic  credit  without 
the  need  for  a  separate  schedule. 

Most  of  IRS'  problems  with  administering  the  credit  have  come 
about  because  IRS  does  not  have  enough  Information  on  the  tax 
return  to  make  an  accurate  eligibility  determination.   If  either 
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more  information  is  put  on  the  return  or  the  qualifying 
information  is  limited  to  items  that  can  be  included  on  a  return, 
many  problems  would  go  away. 

ADVANCE  PAYMENT  MECHANISM  LITTLE  USED 
AND  NONCOMPLIANCE  A  POTENTIAL  PROBLEM 

The  advance  payment  option  allows  workers  who  are  qualified  for 
the  credit  to  receive  it  as  part  of  their  paychecks  rather  than 
wait  until  they  file  tax  returns.   Employees  who  wish  the  advance 
payment  must  fill  out  a  Form  W-5  and  submit  it  to  their 
employers.   The  employer  pays  the  worker  the  proper  wage 
supplement  and  credits  that  amount  against  employment  taxes  owed. 

We  found  that  very  few  workers  were  taking  advantage  of  the 
advance  payment  option;  less  than  0.5  percent  of  eligible  workers 
received  the  advance  payment  in  1989.   From  our  analysis,  it 
appeared  that  the  main  reasons  for  this  low  rate  were  that  (1) 
many  eligible  workers  were  not  aware  of  the  option  and  (2)  many 
others  preferred  to  receive  the  credit  as  a  lump-sum  amount. 

With  some  justification,  IRS  appears  concerned  about  the  advance 
payment  option.   Because  the  money  is  paid  out  before  IRS 
receives  a  tax  return,  advance  payments  pose  a  potential 
noncompliance  problem.   Using  IRS  data,  we  estimated  that  about 
40  percent  of  those  people  who  may  have  received  an  advance 
payment  did  not  file  a  tax  return.   We  examined  a  sample  of 
returns  with  usable  W-2s  attached.   Of  these,  only  about  half 
reported  the  receipt  of  advance  payments.   Since  some  of  those 
who  did  not  report  receiving  the  advance  payment  appeared 
eligible  for  the  credit,  they  may  have  received  it  a  second  time. 
We  also  found  that  more  than  a  third  of  those  who  filed  returns 
were  not  eligible  for  the  credit. 

Because  of  the  time  lag  between  filing  and  matching  W-2s  with  tax 
returns,  along  with  the  low  incomes  of  the  individuals  involved, 
it  is  unlikely  that  IRS  would  recapture  much  money  even  if  it 
pursued  people  who  underreported  income  or  did  not  file  a  return. 
Contemporaneous  document  matching  would  also  help  IRS  administer 
the  advance  payment  by  preventing  overpayments  of  the  credit  to 
eligible  individuals. 

CONCLUSIONS 

In  general,  the  earned  income  tax  credit  appears  to  have  achieved 
its  policy  goals,  although  for  a  limited  clientele.   Low-income 
workers  with  children  have  a  lower,  and  in  some  cases  a  negative, 
tax  burden  as  a  result  of  the  credit.   The  credit  appears  to 
provide  positive  work  incentives  for  the  lowest  income  workers 
and  negative  work  incentives  for  near-poor  workers.   The  net 
effect  may  be  a  small  reduction  in  work  effort. 

In  recent  years,  IRS'  administration  has  been  made  easier  in  some 
ways  and  more  difficult  in  others.   While  we  do  not  believe  the 
earned  income  schedule  is  necessary,  certain  legislative  changes 
could  make  it  completely  redundant.   We  believe  that  Congress 
should  at  least  eliminate  the  interactions  in  the  supplemental 
credits  if  not  the  supplemental  credits  themselves.   We  also 
believe  that  Congress  should  conform  the  rules  for  claiming  a 
dependent  with  the  rules  for  claiming  a  qualifying  child  for 
earned  income  credit  purposes . 

Potential  recipients  and  IRS  would  then  be  able  to  determine 
earned  income  credit  eligibility  from  the  tax  return  itself. 
This  would  help  assure  that  all  those  qualified,  but  only  those 
qualified,  receive  the  credit. 

This  concludes  my  statement.   We  welcome  any  questions  that  you 
may  have. 
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Addendum : 

We  would  like  to  respond  to  IRS'  claim  that  introducing  the 
Schedule  EIC  substantially  reduced  the  error  rate  associated  with 
the  credit.   The  most  revealing  piece  of  evidence  that  this  claim 
may  be  spurious  is  that  the  error  rate,  so  far  this  year,  is  only 
about  3  percent.   In  fact,  at  this  time  last  year,  the  error  rate 
was  also  about  3  percent.   An  Important  reason  for  this  low  error 
rate  is  that  a  large  portion  of  the  returns  filed  early  are  filed 
electronically.   Electronically  filed  returns  have  a  much  lower 
error  rate  than  paper  returns.   We  believe  the  increase  in 
electronically  filed  returns  between  the  1991  filing  season  (tax 
year  1990)  and  the  last  two  filing  seasons  accounted  for  some 
part  of  the  reduced  error  rate  associated  with  the  credit  that 
IRS  attributes  to  the  schedule. 

In  addition,  reduced  errors  in  determining  filing  status  ana 
qualifying  children  may  be  more  related  to  simplifications  made 
in  the  law  than  to  the  introduction  of  the  Schedule.   If  IRS 
wants  to  demonstrate  the  efficacy  of  the  schedule,  it  needs  to  do 
a  more  careful  analysis  than  simply  comparing  overall  error  rates 
before  and  after  introduction  of  the  schedule. 
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Mr.  KOPETSKI  [presiding].  Thank  you  very  much  for  your  testi- 
mony, and  especially  your  brevity  as  well. 

We  have  from  New  York  State  Department  of  Taxation  and  Fi- 
nance Mr.  Wetzler.  Welcome  to  the  committee.  And  if  you  could 
summarize  your  testimony  in  about  5  minutes  as  well,  we  certainly 
would  appreciate  it. 

STATEMENT  OF  JAMES  W.  WETZLER,  COMMISSIONER,  NEW 
YORK  STATE  DEPARTMENT  OF  TAXATION  AND  FINANCE 

Mr.  Wetzler.  Thank  you.  I  will  summarize  my  statement  and 
perhaps  react  to  the  administration's  proposal,  which  I  heard  for 
the  first  time  this  morning. 

Three  types  of  changes  to  the  earned  income  credit  are  needed. 
First  of  all,  it  needs  to  be  increased  by  at  least  as  much  as  is  need- 
ed to  offset  the  costs  of  new  energy  taxes  on  families  with  children; 
second,  it  needs  to  be  simplified;  and  third,  its  impact  on  work  in- 
centives needs  to  be  improved.  Let  me  talk  about  the  last  two  of 
these,  simplification  and  work  incentives. 

Like  so  many  Government  programs,  the  earned  income  credit, 
as  it  has  gotten  bigger  over  the  years,  has  been  asked  to  achieve 
a  wider  array  of  social  goals.  It  now  encourages  beneficiaries  to  buy 
health  insurance  and  to  stay  at  home  to  care  for  their  infant  chil- 
dren. As  a  result,  the  credit  has  become  much,  much  more  com- 
plicated, and  eligible  people  face  much  more  difficulty  in  claiming 
it.  Simply  put,  the  present  rules  are  incomprehensible  to  many  of 
the  beneficiaries,  and  to  the  extent  beneficiaries  must  use  a  paid 
preparer  to  use  the  credit,  obviously  the  assistance  is  diluted. 

When  the  earned  income  credit  was  enacted  in  1975,  its  principal 
goal  was  to  offset  payroll  taxes  for  low-income  parents,  and  it  was 
quite  simple  by  present-day  standards.  In  1978,  the  credit  was  sim- 
plified further  so  that  taxpayers  or  the  Internal  Revenue  Service 
could  compute  the  credit  from  elements  already  present  on  the  in- 
dividual income  tax  returns.  That  is  important  because  that  meant 
that  if  taxpayers  failed  to  claim  the  credit  themselves,  the  IRS 
could  claim  it  for  them  as  part  of  the  routine  processing  of  income 
tax  returns.  As  late  as  1990,  the  instructions  for  the  credit  were 
only  two  pages  long. 

In  1990,  Congress  abandoned  the  idea  of  a  simple  earned  income 
credit.  It  differentiated  the  credit  by  family  size  and  added  addi- 
tional credits  for  infants  whose  parents  did  not  incur  significant 
child  care  costs  and  for  health  insurance.  It  also  broke  the  link  be- 
tween earned  income  credit  eligibility  and  computation  and  the 
other  elements  on  the  tax  return.  As  a  result,  today  the  credit  re- 
quires a  separate  schedule  that  has  seven  pages  of  instructions. 
The  complexification  of  the  credit  has  gone  too  far,  and  Congress 
should  seriously  consider  returning  to  the  original  concept  of  a  sim- 
ple credit. 

The  special  credit  for  infants  should  be  repealed,  and  I  was 
pleased  to  see  the  administration  proposal  to  do  that.  The  health 
insurance  credit  ought  to  be  repealed  on  the  assumption  that  in 
health  care  reform,  you  are  going  to  deal  with  the  problem  of  pro- 
viding health  care  to  this  population;  and  if  that  is  done,  you  can 
repeal  that  credit. 
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The  existing  differentiation  by  family  size,  which  today  is  only 
$77,  should  either  be  increased  to  a  meaningful  amount  or  should 
be  repealed,  because  unless  the  differentiation  is  meaningful,  the 
additional  complexity  is  not  worth  the  small  amount  of  additional 
credit  you  get  for  the  larger  families. 

Now,  I  notice  the  administration  proposal  creates  a  very  signifi- 
cant differentiation  by  family  size,  and  I  think  that  is  certainly  one 
appropriate  way  to  go. 

In  addition,  as  suggested,  I  believe,  by  the  GAO,  you  ought  to  se- 
riously consider  relinking  the  eligibility  and  the  computation  of  the 
credit  to  elements  already  present  on  the  tax  return,  so  that  the 
IRS  can  compute  the  credit  for  taxpayers  who  don't  claim  it  as  part 
of  the  math  error  program  in  the  processing  of  their  tax  returns. 

These  simplifications  will  make  it  easier  for  States  and  other  in- 
terested groups  to  conduct  outreach  efforts  and  will  make  it  unnec- 
essary for  beneficiaries  to  hire  paid  preparers  to  claim  the  credit. 

Now,  let  me  next  talk  about  work  incentives.  What  makes  the 
earned  income  credit  unique  in  our  income  maintenance  system  is 
that  it  is  designed  to  encourage  work.  Because  the  credit  is  a  per- 
centage of  the  first  $7,750  of  earned  income,  it  encourages  people 
to  earn  at  least  that  amount  of  income.  Indeed,  in  this  income 
range,  the  credit  more  than  compensates  for  the  burden  of  payroll 
taxes. 

However,  the  credit  is  phased  out  at  higher  income  levels,  and 
thus  for  taxpayers  whose  income  is  within  the  phaseout  range,  the 
credit  acts  as  a  deterrent  to  earning  additional  income. 

When  you  consider  the  phaseout  of  the  earned  income  credit  plus 
Federal  income  taxes.  State  income  taxes,  and  payroll  taxes,  the 
cumulative  effect  of  all  these  items  on  the  incentive  to  earn  addi- 
tional income  can  get  quite  high.  Indeed,  the  implicit  tax  can  be 
over  50  percent  in  certain  cases. 

It  is  important  as  you  reform  the  credit  not  to  steepen  that 
phaseout  range  in  order  to  aggravate  this  problem  of  people  within 
the  phaseout  range  having  a  very  high  effective  tax  on  their  addi- 
tional income.  The  temptation  is  to  pour  money  down  to  people 
below  the  poverty  level  and  then  make  that  back  bv  phasing  the 
credit  out  quickly,  and  that  really  needs  to  be  resisted,  because  oth- 
erwise you  would  have  a  very  adverse  impact  on  work  incentives 
for  people  in  that  phaseout  range  when  you  add  in  State  income 
taxes,  local  income  taxes.  Federal  income  taxes,  the  payroll  tax, 
and  so  on  and  so  forth. 

I  noticed  that  the  administration's  proposal  does  continue  to 
phase  out  the  earned  income  credit  relatively  modestly,  and  I  think 
it  deals  with  work  incentives  in  an  appropriate  way. 

One  last  point:  The  administration  proposes  to  extend  the  credit 
to  childless  couples  and  single  persons.  It  is  attractive,  of  course, 
to  provide  tax  relief  to  low-income  singles  and  childless  couples  to 
offset  the  burden  of  energy  taxes  on  them.  But  in  my  opinion,  pro- 
viding greater  relief  and  greater  work  incentives  to  people  with 
children  is  a  higher  priority.  Much  of  the  benefit  from  providing 
the  credit  to  single  persons  and  childless  couples  will  go  to  students 
and  people  with  nontaxable  income  sources  like  Social  Security. 
And  so  I  think  you  ought  to  consider  that  proposal  quite  carefully. 
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The  upcoming  revenue  bill  will  give  the  committee  an  oppor- 
timity  to  simplify  the  credit  and  to  improve  its  impact  on  work  in- 
centives. It  will  also  provide  a  temptation  to  create  further  com- 
plexity and  weaken  work  incentives,  and  I  encourage  the  commit- 
tee to  take  advantage  of  the  opportunity  and  to  resist  the  tempta- 
tion. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  JAMES  W.  WETZLER 

NEW  YORK  STATE  COMMISSIONER  OF  TAXATION  AND  FINANCE 

BEFORE  THE  HOUSE  COMMITTEE  ON  WAYS  AND  MEANS 

SUBCOMMITTEES  ON  SELECT  REVENUE  MEASURES  AND  HUMAN  RESOURCES 

ON  SELECTED  ASPECTS  OF  WELFARE  REFORM 

March  30,  1993 

I  appreciate  the  opportunity  to  testify  about  the  earned  income 
tax  credit.   From  its  modest  beginnings  in  1975  as  a  means  of 
providing  assistance  to  low-income  working  parents  to  offset  the 
burden  of  payroll  taxes,  the  earned  income  credit  has  grown  into  a 
significant  part  of  our  income  maintenance  system.   President 
Clinton's  proposal  to  expand  the  credit  by  about  50  percent  will  give 
Congress  an  opportunity  to  reassess  the  role  of  the  credit  and 
whether,  as  currently  structured,  it  is  adequately  performing  that 
role. 

Three  types  of  changes  to  the  credit  are  needed:   (1)   It  should 
be  increased  by  at  least  as  much  as  is  needed  to  offset  the  costs  of 
new  energy  taxes  on  families  with  children,  (2)  it  should  be 
simplified,  and  (3)  its  impact  on  work  incentives  should  be  improved. 
The  first  item  will  obviously  depend  on  budgetary  considerations. 
Let  me  discuss  the  second  and  third  of  these  changes. 

Simplification 

Like  so  many  government  programs,  the  credit,  as  it  has  gotten 
bigger,  has  been  asked  to  achieve  a  wider  array  of  social  goals.   For 
example,  it  now  encourages  beneficiaries  to  buy  health  insurance  and 
to  stay  at  home  to  care  for  infant  children.   As  a  result,  the  credit 
has  become  much  more  complicated,  so  that  eligible  persons  face  much 
more  difficulty  claiming  it.   The  present  rules  are  incomprehensible 
to  a  large  number  of  potential  beneficiaries.   To  the  extent 
beneficiaries  must  use  paid  return  preparers,  the  assistance  provided 
by  the  credit  is  diluted.   An  important  goal  of  this  Committee  should 
be  to  simplify  the  credit,  which  inevitably  will  mean  making  choices 
about  just  which  social  goals  the  credit  should  be  designed  to  serve. 

Structured  primarily  as  an  offset  to  payroll  taxes  for  low- 
income  parents,  the  original  earned  income  credit  was  quite  simple  by 
present-day  standards.   In  1978,  the  credit  was  further  simplified  so 
that  taxpayers  or  the  Internal  Revenue  Service  could  compute  it  from 
elements  already  present  on  the  individual  income  tax  return  — 
earned  income,  filing  status,  dependency  exemptions,  and  adjusted 
gross  income.   If  taxpayers  failed  to  claim  the  credit,  the  Internal 
Revenue  Service  could  grant  it  to  them  as  part  of  the  ordinary 
processing  of  income  tax  returns.   As  late  as  1990,  the  instructions 
for  the  credit  were  less  than  two  pages  long. 

In  1990,  Congress  abandoned  the  concept  of  a  simple  earned 
income  credit.   It  differentiated  the  credit  by  family  size  and  added 
additional  credits  for  infants  whose  parents  do  not  incur  significant 
child  care  costs  and  for  health  insurance.   Congress  also  broke  the 
link  between  the  determination  of  eligibility  for  and  computation  of 
the  credit  and  the  other  elements  of  the  tax  computation.   Today,  the 
earned  income  credit  requires  a  separate  schedule  on  the  tax  return, 
the  instructions  for  which  are  seven  pages  long.   This 
complexif ication  of  the  credit  has  gone  too  far,  and  Congress  should 
seriously  consider  returning  to  the  original  concept  of  a  simple 
credit. 

The  special  credit  for  infants  should  be  repealed.   At  a 
minimum,  the  requirement  that  the  taxpayer  choose  between  the  infant 
credit  and  the  child  care  credit  should  be  eliminated.   The  health 
insurance  credit  should  be  repealed  on  the  assumption  that  Congress 
will  address  this  concern  in  its  health  care  reform  bill.   (The 
revenue  from  repeal  could  be  reserved  to  fund  health  care  reform.) 
The  existing  differentiation  of  the  credit  by  family  size,  which  is 
only  $77  in  1993,  should  either  be  repealed  or  made  sufficiently 
meaningful  to  warrant  the  complexity  it  creates.   The  eligibility 
for,  and  the  computation  of,  the  credit  should  be  relinked  to 
elements  of  the  tax  computation,  so  that  the  IRS  can  determine 
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taxpayers'  eligibility  and  compute  their  credits  from  the  tax  return 
without  the  need  for  a  separate  schedule  and  seven  pages  of 
instructions. 

These  simplifications  will  make  it  easier  for  states  and 
interested  groups  to  conduct  outreach  efforts  for  eligible 
beneficiaries.   They  will  make  it  unnecessary  for  beneficiaries  to 
hire  paid  preparers  to  claim  the  credit. 

Work  incentives 

What  makes  the  earned  income  credit  special  in  our  income 
maintenance  system  is  that  it  is  uniquely  designed  to  encourage  work. 
Because  the  credit  (in  1993)  is  a  percentage  of  the  first  $7,750  of 
earned  income,  it  encourages  people  to  earn  at  least  that  amount  of 
income.   Indeed,  in  this  income  range,  the  credit  more  than 
compensates  for  the  burden  of  payroll  taxes.   However,  the  credit  is 
phased  out  at  higher  income  levels,  and  thus,  for  taxpayers  whose 
income  is  within  the  phaseout  range,  between  $12,200  and  $23,070  of 
income,  the  credit  acts  as  a  deterrent  to  earning  additional  income 
because  the  phaseout  of  the  credit  acts  as  an  additional  tax  on 
incremental  income.   For  a  taxpayer  eligible  for  all  three  existing 
credits,  the  implicit  tax  in  the  phaseout  range  can  be  almost  22 
percent,  and  will  exceed  25  percent  next  year. 

As  it  reforms  the  earned  income  credit,  the  Committee  should 
consider  the  impact  of  the  credit  phaseout  on  work  incentives  for 
persons  whose  income  is  in  the  phaseout  range.   When  one  considers 
the  impact  of  ordinary  federal  income  taxes  (15  percent  in  this 
range) ,  state  and  local  income  taxes  (as  much  as  7  percent  in  New 
York  City),  the  payroll  tax  (15.4  percent)  and  the  loss  of  earned 
income  credit  benefits  as  income  rises,  the  cumulative  marginal  tax 
rate  can  get  very  high  if  the  earned  income  credit  is  phased  out  too 
rapidly.   Today,  one  sees  effective  marginal  tax  rates  exceeding  50 
percent  for  some  earned  income  credit  beneficiaries. 

President  Clinton  has  promised  that  a  family  with  one  full-time 
worker  earning  the  minimum  wage  will  receive  an  earned  income  credit 
sufficient  to  lift  its  income  to  the  official  poverty  level,  or  to 
almost  $15,000  for  a  family  of  four.   The  Administration  has  not  yet 
presented  a  specific  proposal  to  achieve  this  goal,  and  I  am 
skeptical  that  it  can  be  readily  achieved  within  the  $6  billion  per 
year  budget  constraint  for  the  earned  income  credit  component  of  the 
Administration's  tax  program.   The  temptation  will  be  to  make  the 
credit  more  generous  for  persons  below  the  poverty  level  and  to  make 
up  the  costs  of  this  generosity  by  phasing  out  the  credit  more 
rapidly.   This  would  further  weaken  work  incentives  for  taxpayers  in 
the  phaseout  range.   There  will  also  be  a  temptation  to  add  further 
complexity  to  the  credit  to  make  it  more  precisely  reflect  the 
campaign  promise.   I  would  caution  the  Committee  about  making  a 
fetish  over  this  particular  campaign  promise  to  the  extent  that  it 
conflicts  with  the  goals  of  simplification  and  work  incentives. 

A  widely  leaked  draft  version  of  the  Clinton  program  proposed 
extending  the  credit  to  childless  couples  and  single  persons, 
although  these  ideas  were  not  included  in  the  published  summary  of 
the  Administration's  revenue  proposals.   While  it  is  attractive  to 
provide  relief  to  low-income  single  persons  and  childless  couples  to 
offset  the  burden  of  energy  taxes  on  them,  providing  greater  relief 
and  greater  work  incentives  to  persons  with  children  is  a  higher 
priority.   Much  of  the  benefit  from  providing  the  credit  to  single 
persons  and  childless  couples  would  go  to  students  and  persons  with 
nontaxable  income  sources  like  social  security. 

Conclusion 

The  upcoming  revenue  bill  will  give  the  Committee  an  opportunity 
to  simplify  the  earned  income  credit  and  improve  its  impact  on  work 
incentives.   It  will  also  provide  a  temptation  to  create  further 
complexity  and  weaken  work  incentives.   I  encourage  the  Committee  to 
take  advantage  of  this  opportunity  and  resist  the  temptation. 
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Acting  Chairman  Matsui  [presiding].  Thank  you,  Mr.  Wetzler. 
Mr.  Hines. 

STATEMENT  OF  THOMAS  HINES,  EXECUTIVE  DEPUTY 
COMMISSIONER,  NEW  YORK  STATE  DEPARTMENT  OF  LABOR 

Mr.  HiNES.  Good  afternoon.  Chairman  Matsui,  members  of  the 
committee.  I  would  hke  to  speak  today  about  the  effectiveness  of 
the  targeted  job  tax  credit  program  in  New  York  State.  I  have  sub- 
mitted written  testimony.  I  am  going  to  summarize  it  briefly  and 
respond  to  questions  as  necessary. 

Before  I  begin,  I  would  like  to  thank  the  members  of  all  the  com- 
mittees for  their  historical  support  in  making  TJTC  one  of  the  most 
valuable  avenues  of  moving  people  off  public  assistance  rolls  and 
on  to  the  tax  rolls.  In  1992  alone,  approximately  24,000  New  York- 
ers found  employment  through  participation  in  the  TJTC  program. 

Since  the  program  began  in  1979,  more  than  400,000  TJTC  par- 
ticipants were  hired  by  employers  who  realized  tax  credit  savings 
of  more  than  half  a  billion  dollars.  Since  the  program  expired  at 
the  end  of  June  of  last  year,  we  have  received  tens  of  thousands 
of  applications  from  individuals  and  over  50,000  letters  of  inquiry 
from  employers  who  wish  to  participate  in  the  program  when  it  is 
reinstated. 

We  believe  TJTC  works.  It  has  made  a  real  difference  in  the  lives 
of  hundreds  of  thousands  of  economically  disadvantaged  men  and 
women  who  have  faced  real  or  perceived  barriers  to  employment. 
These  people  are  now  working,  supporting  their  families,  and  pay- 
ing taxes  instead  of  collecting  public  assistance.  At  the  same  time, 
employers  are  saving  millions  of  dollars  in  the  form  of  tax  credits 
while  they  are  gaining  valuable  and  trained  employees. 

These  savings  to  the  taxpayers  are  very  tangible.  We  estimate  in 
1992  alone  the  U.S.  taxpayers  saved  up  to  $26.8  million  when 
TJTC  participants  in  New  York  State  stopped  collecting  AFDC  as- 
sistance and  began  earning  wages. 

In  New  York  State,  we  estimate  that  an  additional  savings  of  ap- 
proximately $9.3  million  occurred  when  thousands  of  TJTC  partici- 
pants went  off  Home  Relief  and  went  on  to  payrolls. 

We  like  to  think  of  TJTC  and  other  job  stimulation  tools  as  our 
most  effective  way  of  controlling  social  service  expenditures.  In  ad- 
dition to  public  assistance  savings,  individual  States  realize  sav- 
ings in  prison  expenditures  when  ex-offenders  are  given  a  chance 
to  get  a  meaningful  job  through  the  TJTC  program.  In  New  York, 
we  estimate  the  annual  cost  of  housing  one  prisoner  to  be  $40,000. 
In  1992,  1,600  ex-offenders  participated  in  this  program. 

If  TJTC  keeps  only  10  percent  of  these  individuals  from  commit- 
ting new  crimes  and  going  back  to  prison,  the  savings  alone  is  $6.5 
million  a  year. 

Beyond  tax  savings,  more  millions  are  being  pumped  into  the 
economy  as  TJTC  recipients  eventually  can  afford,  perhaps  for  the 
first  time  in  their  lives,  to  pay  for  such  items  as  housing,  goods  and 
services,  and  additional  education. 

The  multiplier  effect  as  described  by  leading  economists  indicates 
that  for  every  dollar  in  wages  a  TJTC  recipient  earns,  $3  fiow 
through  the  economy.  That  means  that  of  the  estimated  $3.5  billion 
of  payroll  New  York  participants  have  earned  since  1979,  approxi- 
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mately  $10  billion  has  been  added  to  the  State  and  national  econo- 
mies. 

Another  targeted  group  greatly  benefited  by  participation  in 
TJTC  is  our  youth.  The  program  actually  opens  the  doors  that 
would  ordinarily  be  shut  tight  during  a  recession  of  the  kind  we 
are  currently  experiencing.  The  unemployment  rate  for  youth  aged 
16  to  19  is  a  staggering  22  percent.  These  young  people  represent 
only  7  percent  of  the  population,  but  they  represent  10  percent  of 
those  who  are  imemployed.  Placing  youth  in  TJTC  programs  en- 
courages employers  to  have  a  look  at  these  young  people  who  could 
become  valuable  employees. 

As  Congress  considers  reinstatement  of  the  program,  I  urge  you 
to  give  careful  consideration  to  reopening  eligibility  of  the  program 
to  23-  and  24-year-olds.  Many  of  these  young  people  are  just  com- 
pleting their  education  or  getting  out  of  the  military  at  this  age. 
They  should  have  every  opportunity  to  find  viable  employment  so 
they  can  become  contributing  members  of  the  community. 

I  also  urge  Congress  to  consider  the  issue  of  eligibility  for  veter- 
ans. I  strongly  support  the  removal  of  the  specific  Vietnam-era  vet- 
erans category  and  ask  that  you  extend  TJTC  eligibility  to  all  dis- 
advantaged veterans.  In  New  York,  approximately  10  percent  of 
people  currently  unemployed  and  receiving  benefits  are  veterans. 

As  Congress  moves  to  restore  this  program,  it  is  imperative  that 
you  also  make  available  adequate  funds  to  support  the  administra- 
tion of  the  program.  Applicant  screening,  eligibility  determination, 
completion  of  forms,  receiving  and  filing  certificate  requests,  and 
statistical  recording  and  reporting  are  all  statutory  requirements  of 
the  TJTC  legislation. 

New  York,  like  most  States,  has  scarce  resources  to  cover  these 
costs.  Without  Federal  funding  to  cover  administrative  costs,  the 
burden  on  States  would  be  harmful  to  the  effectiveness  of  the  ad- 
ministration of  the  program. 

The  targeted  jobs  tax  credit  program  is  a  model  of  an  initiative 
that  has  worked,  and  worked  well,  in  this  country.  Everyone  who 
participates  in  the  program  is  a  winner — ^from  the  economically  dis- 
advantaged workers  to  the  employers  who  hire  them,  to  the  State 
and  national  taxpayers  who  see  hundreds  of  thousands  of  men  and 
women  move  on  to  the  tax  rolls. 

I  urge  Congress  to  move  swiftly  to  reinstate  this  invaluable  pro- 
gram retroactively  to  July  1,  1992,  and  to  make  it  accessible  to 
those  who  just  need  someone  to  take  a  chance  on  them  so  that  they 
can  put  an  end  to  their  own  cycle  of  poverty  and  become  productive 
members  of  society. 

Thank  you. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  THOMAS  HINES 
New  York  Sutc  Department  of  Labor 

Congressman  Rangel,  Congressman  Matsui,  distinguished  members  of  the  Sub- 
committees on  Select  Revenue  Measures  and  Human  Resources,  ladies  and  gentlemen. 
I  am  Thomas  Mines,  Executive  Deputy  Commissioner  of  Labor  of  the  New  York  State 
Department  of  Labor.  I  welcome  this  opportunity  to  testify  on  the  Targeted  Jobs  Tax 
Credit  (TJTC)  program  on  behalf  of  the  State  and  citizens  of  New  York 

I  first  want  to  thank  you,  especially.  Congressman  Rangel,  for  your  constant 
espousal  of  the  cause  of  the  over  400,000  economically  disadvantaged  New  York  job 
seekers  who  have  benefitted  from  the  Targeted  Jobs  Tax  Credit  program  since  rts 
inception  in  1978.  Your  continued  vigilence  m  this  matter  means  that  thousands  more 
job  seekers  and  employers  will  be  brought  together  again  in  years  to  come  when  the 
Program  is  re-authorized. 

Today,  I  would  like  to  update  you  on  how  successful  the  program  has  been  m 
New  York  State.    My  testimony  will  cover  the  following  points: 

-  The  need  to  make  the  Targeted  Jobs  Tax  Credit  program  a  permanent  part  of 
the  natlons's  job  creation  and  economic  development  strategy; 

-  The  success  of  the  program  in  New  York  State  in  encouraging  employers  to  hire 
economically  disadvantaged  individuals  and  provide  them  with  full-time 
employment: 

-  The  budgetary  cost  savings  associated  with  the  shifting  of  indivkJuals  away 
from  public  assistance,  home  relief  and  other  government  furided  subsidies  to  self- 
sustaining  full-time  employment; 

-  The  direct  economic  benefit  and  stimulus  effect  throughout  the  national  and 
state  economies  from  the  thousands  of  jobs  associated  with  the  Program; 

The  need  to  restore  program  eligibility  for  23-24  year  old  economically 
disadvantaged  individuals,  whose  unemployment  has  reached  15  percent. 

•  The  positive  response  of  the  business  community  to  our  direct  mail  application 
and  monitoring  process. 

New  York  State 'continues  to  be  one  of  the  nation's  leaders  in  employer  use  of 
TJTC.  This  program  has  been  well-received  in  the  business  community  and  forms  one 
of  the  foundations  of  the  State's  Business  Incentive  Tax  Program.  The  benefits  of  TJTC 
are  so  evident  in  opening  the  door  to  jobs  for  the  economically  disadvantaged,  hard- 
to-  place  employees,  and  those  who  are  marginally  impaired  In  seeking  employment. 

We  have  worked  hard  to  make  It  easier  for  both  employees  and  employers  to  take 
advantage  of  the  program.  Despite  the  June  30,  1992  expiration  date  for  TJTC 
certifications,  we  Issued  over  18,000  tax  credits  during  a  year  when  many  states  were 
closing  down  their  operations. 

The  New  York  State  Labor  Department  provided  eligibility  determinations  for  over 
39,000  people  In  FY  1992.  As  a  result,  employers  obtained  tax  credits  for  18,743 
Individuals. 

We  continue  to  pre-approve  the  eligible  job  seeker  through  our  Community  Service 
Centers  and  local  offices.  These  applicants  present  their  TJTC  certification  to  potential 
employers  who  simply  have  to  contact  the  State's  central  TJTC  processing  center  on 
or  before  the  applicant  begins  work  to  get  their  application  approved. 

Mail  applications  for  tax  credits  have  further  broadened  the  use  of  the  program 
by  the  employer  community.  Use  of  our  mail-in  application  program  and  central  staff 
processing  system  has  resulted  in  an  Increase  of  over  25  percent  in  the  number  of 
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employer  mail-in  applications  processed  by  the  department  in  FY  1992  over  the  prior 
year. 

We  also  are  part  of  the  marketing  and  promotional  campaign  to  inform  businesses 
not  only  of  the  TJTC  program,  but  the  full  array  of  economic  development  Incentives 
available  to  them.  For  these  reasons,  the  State  of  New  York  urges  favorable  action  by 
your  Committee  and  the  full  Congress,  to  extend  and  make  permanent  this  important 
employment  program. 

In  New  York  State,  we  have  seen  countless  examples  of  men  and  women  who 
have  overcome  real  or  perceived  barriers  to  employment  and  now  have  rewarding  careers 
that  allow  them  to  provkje  for  their  families  with  dignity. 

There  is  no  doubt  that  TJTC  has  had  a  profound  impact  on  the  lives  of  thousand 
of  individuals  who  went  Into  the  program  with  marginal  skills  and  uncertain  futures.  But 
at  the  same  time,  TJTC  has  also  benefitted  hundreds  of  employers  throughout  New 
York,  from  national  corporations  such  as  Key  Bank  and  the  United  Parcel  Service  to 
homegrown  firms  such  as  the  Golub  Corporation,  a  major  supermarket  chain  In  upstate 
New  York  and  Stewarts  Convenience  Stores.  By  lowering  the  costs  of  just  one  factor 
of  production  ~  labor  --  TJTC  has  helped  stimulate  business  development  through  the 
state.  Businesses  then  use  these  savings  to  reinvest  in  their  plant  and  equipment.  As 
the  business  grows,  so  does  the  potential  for  new  jobs  and  further  economic  growth. 


Since  its  Inception  In  1978,  the  program  has  been  universally  praised  by  both 
employers  and  job  seekers  alike.  TJTC  Is  not  a  dumping  ground  for  businesses  to  hire 
and  then  dispose  of  employees  after  their  tax  credits  have  expired.  TJTC  has  shown 
Itself  to  be  the  first  step  towards  permanent  employment  for  hundreds  of  thousands  of 
economically  disadvantaged  men  and  women  across  the  country. 

The  TJTC-subsklized  job  serves  as  a  stepping  stone  from  dependence  to 
independence.  Businesses  know  that  by  providing  that  first  job,  individuals  who  might 
otherwise  remain  In  a  government  subsidized  program  are  given  a  chance  In  a  structured 
work  setting.  Budget  savings  result  as  persons  belonging  to  targeted  groups  are  placed 
In  private  sector  jobs.  Chart  1,  provides  a  display  of  the  eligibility  criteria  of  those 
indlvkjuals  eligible  for  TJTC. 

During  FY  1 992,  the  TJTC  program  encouraged  employers  to  hire  approximately 
24,000  economically  disadvantaged  and  hard-to-place  New  Yorkers.  As  shown  In  Chart 
1,  approximately  30  percent  are  former  public  assistance  recipients.  Of  the  total,  6,952 
New  Yorkers  who  had  been  receiving  Public  Assistance;  3,769  were  receiving  Federal 
Aid  to  Dependent  ChikJren  (ADC)  benefits. 

By  transferring  the  source  of  these  persons'  Income  from  government  subsidies 
to  private  wage  income,  average  annual  savings  of  up  to  $5,700  would  be  realized  from 
the  case  closing,  assuming  a  complete  departure  from  the  welfare  roles.'  Since  the 
maximum  tax  credit  for  any  individual  hired  is  only  $2,400,  and  the  average  credit  used 
by  employers  is  only  $  1 ,400  per  employee,  encouraging  employers  to  take  a  chance  on 
hiring  public  assistance  recipients  saved  U.S.  taxpayers  up  to  $26.8  million  In  social 
service  spending  last  year.  And  these  savings,  unlike  the  one-time  cost  of  the  credit, 
continue. 


In  New  York  State,  the  savings  are  even  greater  since  the  costs  of  our  Home 
Relief  Program  are  fully  borne  by  the  State  and  its  localities.  We  estimate  that  by  placing 
people  in  TJTC  jobs,  the  State  and  its  localities  were  able  to  reduce  Home  Relief 
caseload  and  related  medical  insurance  costs  by  $9.3  million  In  FY  1992.    The  direct 


The  average  caseload  In  New  York  state  consists  of  three 
parsons.  This  analysis  assumes  a  average  caseload  of  two  persons. 
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taxpayer  savinga  generated  by  TJTC  are  shown  in  Chart  2. 


In  New  York  State,  we  like  to  think  of  TJTC  and  our  other  job  stimulation  tools 
as  one  of  our  most  effective  weapons  in  controlling  social  service  expenditures.  Similar 
budgetary  savings  occur  each  time  we  shift  an  individual  away  from  a  direct  government 
subsidized  program  to  private  employment.  Not  only  are  we  helping  the  individual 
achieve  the  dignity  of  a  full-time  job,  but  we  are  also  making  the  best  use  of  our  scarce 
revenues. 

We  have  been  advised  that  many  individuals  with  disabilities  have  become 
employed  for  the  first  time  thanks  to  the  entree  provided  by  TJTC.  Agencies  specifically 
assisting  this  targeted  population  repeatedly  point  to  the  tangible  financial  benefits  of 
TJTC  in  their  meetings  .with  prospective  employers.  TJTC  benefits  were  instrumental  in 
bringing  roughly  1,800  physically  challenged  New  Yorkers  into  the  workplace. 

Hiring  ex-offenders  has  generated  large  savings.  Because  of  a  steady  job  provided 
by  TJTC,  they  often  can  break  the  cycle  of  recidivism.  It  costs  New  Yorkers  upwards 
of  $40,000  to  keep  a  person  in  prison  for  a  year.  It  costs  the  taxpayer  only  $1 ,400  for 
an  average  TJTC  credit.  In  FY  1992,  1,615  ex-offenders  were  placed  in  TJTC  jobs.  If 
TJTC  helps  keep  just  1 0  percent  of  this  population  from  returning  to  prison,  the  savings 
to  the  State's  taxpayers  would  total  $6.5  million. 

TJTC  also  benefits  disadvantaged  youth.  The  unemploynnent  rate  anrrang  the 
State's  youth  age  16  to  19  is  a  staggering  22  percent.  They  comprise  10  percent 
of  the  total  unemployed  population.  Yet  they  only  comprise  7  percent  of  the  state's 
population.  TJTC  is  one  of  the  tools  we  have  used,  along  with  the  Title  ll-B  and 
State  Summer  Jobs  monies  to  address  the  needs  of  our  young.  More  importantly, 
TJTC  places  these  young  men  and  women  in  private  sector  jobs,  thereby  freeing  up 
scarce  public  resources  for  other  needy  youth.  We  urge  the  committee  to  restore  the 
eligibility  for  this  group  back  through  age  24.  This  would  allow  us  to  additionally 
serve  up  to  200,000  of  our  youth  population. 

The  brave  men  6nd  women  who  served  in  the  armed  forces  in  defense  of  our 
country  also  need  our  help.  In  FY  1992,  we  were  able  to  place  443  disadvantaged 
Vietnam-era  veterans  in  TJTC  jobs.  That  is  not  enough.  We  must  provide  more  for 
those  who  have  served  regardless  of  the  enemy  or  the  war.  There  are  1.7  million 
veterans  in  New  York  State.  Approximately  10  percent  of  all  people  in  New  York 
State  who  are  currently  receiving  unemployment  insurance  benefits  are  veterans. 
The  proven  track  record  of  TJTC  in  helping  bring  employers  and  job  seekers  together 
would  provide  a  powerful  weapon  in  reducing  unemployment  among  our  veteran 
population.  We  fully  support  efforts  to  expand  the  program's  eligibility  to  include  all 
veterans. 

We  estimate  that  the  total  amount  of  the  TJTC  payroll  for  the  more  than 
400,000  participating  New  Yorkers  hired  since  1978  is  roughly  $3.5  billion.  The 
cumulative  multiplier  effect  from  this  economic  stimulus  could  be  as  high  as  $10 
billion.  This  is  not  to  say  that  this  economic  activity  occurred  onlv  as  a  direct  result 
of  the  TJTC  program. 

The  important  point  is  not  whether  the  lowering  of  labor  and  production  costs 
through  the  provision  of  TJTC  has  resulted  in  new  economic  and  job  development 
activity.  That  is  a  reasonable  assumption,  whether  it  can  be  scientifically  proven  or 
not.  The  most  important  point  is  that  jobs  were  created  and  people  with  prior 
barriers  to  the  job  market  are  now  contributing  to  society. 


New  York  has  been  particularly  hit  hard  by  the  prolonged  national  recession 
and  ecorramic  downturn  of  the  past  four  years.  Our  unemployment  rate  more  than 
doubled  from  1988  to  1991  and  it  currently  remains  above  eight  percent.  The  1992 
unemployment   rate   for   minority   youth   was   a   staggering   38    percent.    Even 
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experienced  and  white  collar  workers  have  become  permanently  displaced  by  the 
massive  restructuring  of  the  State's  industrial  and  financial  service  sectors.  As  of 
November  1992,  there  were  200,289  employable  public  assistance  and  182,466 
home  relief  recipients  in  New  York  State.  Overall  there  are  an  estimated  2.2  million 
New  Yorkers  who  are  in  need  of  employnnent  and  training  to  help  them  overcome 
their  barriers  to  full  participation  in  the  work  force. 

The  current  Job  Training  and  Partnership  Act,  our  JOBS  program,  and  other 
state-funded  programs  can  not  reach  all  those  in  need.  In  recent  years,  uncertainly 
regarding  the  availability  of  federal  funding,  coupled  with  the  scarcity  of  state  and 
local  resources,  have  forced  us  to  provide  our  services  to  ever  smaller  groups.  We 
are  optimistic  that  under  the  new  Administration  this  will  change  and  the  necessary 
resources  will  be  forthcoming. 

New  York  has  led  the  nation  in  utilizing  TJTC  as  a  valuable  job  creation  and 
ecorramic  developnnent  tool.  Our  commitment  to  TJTC  will  continue  and  you  can  be 
assured  of  our  ongoing  participation  and  support.  However,  we  urgently  need 
adequate  funds  to  support  the  costs  of  administering  the  program.  While  some 
TJTC  activities  are  an  integral  part  of  the  Department's  Job  Service  activities  in  our 
Community  Service  Centers  and  local  offices,  many  are  not.  Also,  much  of  the 
program  is  administered  centrally  in  the  Departnrfent.  Applicant  screening,  eligibility 
determination,  completion  of  TJTC  forms,  receiving  and  filing  requests  for 
certification  and  statistical  recording  and  reporting  are  all  statutory  requirements 
placed  on  the  states  by  the  TJTC  legislation.  It  is  imperative  that  the  reauthorization 
include  an  expanded  appropriation  of  sufficient  administrative  funds  for  state 
operations. 

The  Targeted  Jobs  Tax  Credit  Program  is  a  nrxxiel  of  an  initiative  that  worked, 
and  worked  well,  in  this  country.  Everyone  who  participates  in  this  program  is  a 
winner  -  from  the  economically  disadvantaged  workers,  to  the  employers  who  hire 
them,  to  the  state  and  national  taxpayers  who  see  hundreds  of  thousands  of  men 
and  women  move  from  the  public  assistance  rolls  to  the  tax  rolls. 

I  urge  the  Congress  to  move  swiftly  to  reinstate  this  invaluable  program  and 
make  it  accessible  to  all  of  the  men  and  women  who  just  need  someone  to  take  a 
chance  on  them  so  that  they  can  end  their  own  cycle  of  poverty  and  become 
productive  members  of  society. 

Thank  you. 
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Chart  2 


Taxpayer  Savings  Generated  by  the  TJTC  Program  in  FY  1992 


Govemmeni  Payment 

Caie  Savings^;:; 

Federal  Savfngs' ;«;•'. 

'  Stale\Local  Savings  - 

Weifare-Ptderal  ADC 

$4,600 

$  1 7.4  million 

$  17.4  million 

Welfar»-Siat»  Home  Relief 

$3,900 

- 

$  5.7  million 

Medical  Insurance-AOC 

$2,500 

$  9.4  million 

$  9.4  million                   { 

Medical  insurance-HR 

$2,500 

$  3.6  million 

PeOeral-SSi 

$3,500 

$  1 .0  million 

" 

Cost  of  TJTC  Credit 

$1,W 

$  (27.8)  million 

~ 

j  Net  Taxpayer  Savings 

$  18.1  million 

$  45.3  million                  | 

1 .  Annual  case  savings  reflect  an  average  two  person  case  and  a  50  percent  retention  rate  for  employees. 

2.  Assumes  an  average  TJTC  tax  credit  is  $1,400  per  employee. 
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Chart  3 
DemoQraohic  Characteristics  of  TJTC  Employees  in  FY  1992 


1 

Chafacteri$tic'""'v':'.'-^ 

"impioyees. 

:  f^iroirit  of  Tbtai' , . 

S€X-         • 

Male 

11,545 

46.1% 

Famale 

11,981 

50.9% 

Ag«,-."'  ."■■■  '■■ 

16-18 

3.447 

14.7% 

19-24 

12.452 

52.9% 

25-34 

4.739 

20.1% 

-    • 

35  and  over 

2,888 

12.3% 

Race/Ethnicity. 

White  not  Hispanic 

10,008 

4^5% 

Black  not  Hispanic 

7,495 

31.9% 

Hispanic 

4.438 

18.9% 

American  Indian 

103 

0.4% 

Asian/Pacific  islander 

431 

1.8%                               1 

Othtr 

1,051 

45% 

J 
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Chart  4 
Distribution  of  Waoes  to  TJTC  Emotovees  in  FY  199g 


'  Percent  01  T<>ta(. 


Under  Federal  Minimum 


294 


1.2% 


Federal  Minimum 


56 


0.2% 


$4.26-$4.99 


14,449 


61.4% 


$5.00-5.99 


5,397 


22.9% 


L 


$6.00  and  over 


3.330 


14.2% 


' .  composed  oil  persons  earning  tip  income, 
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Chairman  Rangel  [presiding].  Thank  you,  Mr.  Hines. 
Mr.  Burtless. 

STATEMENT  OF  GARY  BURTLESS,  PH.D.,  VISITING  PROFESSOR 
OF  PUBLIC  AFFAIRS,  UNIVERSITY  OF  MARYLAND,  AND 
SENIOR  FELLOW,  ECONOMIC  STUDIES  PROGRAM,  THE 
BROOKINGS  INSTITUTION 

Mr.  Burtless.  Thank  you.  I  am  sorry  I  have  to  leave  early 
today.  My  wage  is  paid  by  the  taxpayers  of  Maryland  and  the  tui- 
tion payers  at  the  University  of  Maryland,  and  they  expect  me  to 
stand  in  front  of  a  class  and  teach  this  afternoon. 

I  would  like  to  talk  briefly  about  two  different  tax  credits.  The 
first  is  the  earned  income  credit;  the  second  is  the  targeted  jobs  tax 
credit.  Both  credits  have  a  common  goal.  They  aim  to  put  money 
in  the  pockets  of  low- wage  workers  in  this  country.  They  just  use 
a  different  method  to  achieve  that  goal. 

The  earned  income  credit  tries  to  achieve  it  by  reducing  the  tax 
burdens  on  low-income  breadwinners  or  giving  them  refundable  tax 
credits  if  they  have  earnings.  The  credit  directly  raises  the  net  in- 
comes of  about  13  million  breadwinners — and  I  am  accepting  the 
Green  Book's  estimate — and  it  may  indirectly  encourage  some 
workers  to  raise  their  pretax  earnings  by  inducing  them  to  work 
more  than  they  would  work  without  the  credit. 

The  targeted  jobs  tax  credit  takes  a  different  approach  to  the 
problem.  It  offers  potential  employers  tax  credits  if  they  put  hard- 
to-employ  workers  on  their  payrolls.  Because  target  group  workers 
cost  less  money  to  hire,  we  expect  employers  to  hire  more  of  them, 
boosting  the  earnings  of  disadvantaged  job  seekers. 

Now,  you  might  say  that  the  EITC  is  a  bribe  to  workers  to  join 
the  work  force  or  earn  more.  The  TJTC  is  a  bribe  to  employers  to 
give  disadvantaged  workers  a  chance  and  better  job  opportunities. 

How  do  the  two  credits  work?  The  surprise  here  is  that  even 
though  we  spend  a  lot  more  money  on  the  earned  income  credit, 
I  think  we  know  a  lot  more  about  the  effects  of  the  targeted  jobs 
tax  credit.  It  has  been  the  subject  of  a  lot  closer  evaluation  and 
scrutiny. 

On  balance,  my  judgment  is  that  the  earned  income  credit 
achieves  its  goal  of  raising  the  net  incomes  of  low-income  bread- 
winners. However,  it  probably  reduces  their  gross  or  pretax  earn- 
ings somewhat.  I  am  merely  saying  what  the  GAO  has  already 
said,  I  think,  and  what  some  later  witnesses  will  say,  too. 

The  TJTC  fails  to  raise  either  the  aftertax  or  the  pretax  earnings 
of  target  group  members.  The  credit  fattens  the  bottom  lines  of 
participating  companies  without  really  changing  the  hiring  deci- 
sions they  make.  Companies  would  have  hired  nearly  all  those  tar- 
get group  workers  even  if  the  credit  hadn't  been  available. 

At  the  same  time,  we  have  good  experimental  evidence  showing 
that  nonparticipating  companies  actually  discriminate  against  job 
applicants  from  the  target  groups  once  they  learn  that  these  job  ap- 
plicants are  covered  by  the  credit. 

In  other  words,  the  credit  probably  harms  the  job  prospects  of 
more  low-wage  workers  than  it  helps.  So  I  think  the  credit  should 
be  scrapped  or  drastically  modified. 
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Let  me  talk  about  these  two  credits  one  at  a  time.  Many  people 
think  the  EITC  unambiguously  encourages  work  because  it  raises 
the  net  incomes  of  workers,  but  leaves  the  incomes  of  nonworkers 
unchanged.  Part  of  this  is  certainly  true.  I  expect  the  credit  does 
sometimes  tip  the  balance  in  favor  of  work  and  against  continued 
public  dependency  for  some  people.  But  for  people  who  already 
work,  the  credit  has  a  different  kind  of  effect.  It  is  a  moderate  work 
disincentive,  as  is  explained  in  my  testimony  and  explained  by  oth- 
ers. 

There  are  more  people  in  the  income  range  where  the  credit 
hurts  work  incentives  than  there  are  in  the  income  range  where  it 
helps  work  incentives.  So  I  suspect  the  program  probably  reduces 
low-wage  workers'  pretax  earnings,  if  only  a  bit. 

So  why  do  I  strongly  favor  the  program?  Well,  if  you  can  find  an- 
other program  that  succeeds  in  transferring  $10  to  $12  billion  a 
year  to  low-income  families  while  creating  such  small  work  dis- 
incentives, I  think  you  should  certainly  consider  it.  But  I  don't  see 
any  program  like  that  out  there.  The  EITC  is  the  best  program  we 
have  that  gives  a  hand  to  hard-to-employ  workers  without  impos- 
ing a  big  penalty  on  their  own  efforts  to  help  themselves.  That  is 
why  I  favor  liberalizing  the  program  further,  although  I  would  con- 
tinue to  restrict  the  credit  to  workers  who  are  responsible  for  sup- 
porting children  or  elderly  and  disabled  relatives. 

On  the  TJTC,  let  me  just  say  this:  The  program  has  survived 
since  1978,  with  a  couple  of  lapses,  without  any  very  persuasive 
evidence  that  it  actually  helps  the  people  it  is  supposed  to  help. 
The  program  reduces  the  tax  liabilities  of  participating  companies 
without  really  changing  their  hiring  decisions.  The  extremely  low 
takeup  rates  in  the  program  invite  great  skepticism  that  the  pro- 
gram is  really  working.  A  lot  more  workers  in  the  target  groups  get 
jobs  each  year  than  are  claimed  for  tax  credits  on  employers'  tax 
returns. 

The  most  depressing  evidence  about  the  credit  is  summarized  in 
my  formal  statement.  Basically,  the  Grovernment  has  conducted  two 
experiments  to  see  how  the  program's  performance  could  be  im- 
proved. What  it  found  instead  was  how  much  the  program  was 
hurting  workers'  chances  of  finding  jobs.  The  basic  idea  in  the  ex- 
periments was  to  get  target  group  members  to  advertise  their  eligi- 
bility to  prospective  employers.  One  theory  about  why  so  few  em- 
ployers use  the  program  is  that  they  don't  know  which  of  their  job 
applicants  is  eligible  or  which  of  their  new  job  hires  is  eligible.  If 
they  knew,  they  would  go  out  of  their  way  to  hire  these  target 
group  members. 

Well,  the  experiments  showed  that  just  the  reverse  is  true.  When 
employers  were  told  which  of  their  applicants  were  eligible  for  the 
credit,  even  though  they  were  offered  a  $4,500  bribe  to  hire  these 
people  in  the  form  of  tax  credits,  they  were  a  lot  less  likely  to  offer 
jobs.  Compared  to  a  second  group  of  identical  workers  who  didn't 
advertise  their  eligibility  for  the  credit,  the  group  that  advertised 
its  eligibility  landed  a  lot  fewer  jobs. 

This  isn't  the  finding  of  one  experiment  in  one  mildly  deranged 
labor  market.  This  is  tne  finding  of  two  different  experiments  con- 
ducted in  three  different  labor  markets. 
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Well,  the  state  of  affairs,  in  my  opinion,  is  this:  We  have  offered 
a  credit  for  15  years.  Few  employers  use  it.  Few  workers  are  hired 
under  it.  And  we  have  very  reliable  evidence  that  the  credit  hurts 
the  job  opportunities  of  eligible  people  who  advertise  their  eligi- 
bility to  prospective  employers. 

A  natural  question  occurs  to  me.  Why  do  we  still  offer  this  credit 
or  why  do  we  want  to  reauthorize  it?  It  costs  real  money,  which 
could  be  better  spent  in  programs  that  we're  sure  work,  and  it 
probably  hurts  the  very  people  it  is  intended  to  help,  or  at  least 
some  of  them.  If  we  want  to  help  low-income  workers  by  giving 
subsidies  to  someone,  the  evidence  suggests  that  we  should  give 
the  money  directly  to  low-wage  workers  themselves,  not  to  their 
prospective  employers. 

Thank  you. 

[The  prepared  statement  follows:] 
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EFFECTIVENESS  OF  THE  EARNED  INCOME  AND 
TARGETED  JOBS  TAX  CREDITS 

Testimony  for  the 

Subcommittee  on  Human  Resources  and 

Subcommittee  on  Select  Revenue  Measures 

Committee  on  Ways  and  Means 

U.S.  House  of  Representatives 

March  30,  1993 

by 

Gary  Burtless^ 


Summary 

The  Earned  Income  Tax  Credit  and  the  Targeted  Jobs  Tax  Credit  represent  two 
related,  though  distinctive,  approaches  to  helping  lowr-wage  workers.  The  Earned 
Income  Tax  Credit,  or  EITC,  supplements  the  wage  earnings  of  low-income 
breadwinners  by  providing  them  with  refundable  income  tax  credits.  The  Targeted  Jobs 
Tax  Credit  (TJTC)  encourages  private  employers  to  offer  jobs  to  the  hard-to-employ  by 
providing  companies  time-limited,  nonrefundable  credits  covering  part  of  the  wages  paid 
to  eligible  workers.  The  EITC  attempts  to  boost  the  earnings  of  low-wage  workers  by 
encouraging  them  to  become  employed  or  increase  their  work  effort;  the  TJTC  seeks  to 
raise  the  earnings  of  disadvantaged  workers  by  persuading  private  employers  to  hire 
more  of  them. 

Neither  approach  to  helping  disadvantaged  workers  has  aroused  much  political 
controversy.  First  enacted  in  1975,  the  EITC  has  been  liberalized  several  times  since  that 
year,  in  each  case  with  little  political  opposition.  Many  people,  including  myself,  favor 
further  liberalization  of  the  program.  Nonetheless,  it  has  been  the  subject  of  remarkably 
little  scrutiny.  The  TJTC  was  first  authorized  in  1978  and,  with  modifications,  has 
survived  to  the  present  day  without  any  very  persuasive  evidence  it  actually  succeeds 
in  improving  the  job  prospects  of  target-group  members. 

In  my  testimony  1  will  assess  the  effectiveness  of  the  two  tax  credits.  Have  they 
succeeded  in  raising  the  net  incomes  of  disadvantaged  workers?  Have  they  raised  the 
gross  (or  pretax)  earnings  of  target-group  workers? 

My  interpretation  of  the  evidence  is  mixed.  It  seems  likely  that  the  EITC  has 
raised  disadvantaged  breadv^nners'  net  incomes  ~  that  is,  their  wage  eanungs  net  of  tax 
payments  and  tax  credits.  I  think  it  unlikely,  however,  that  the  EITC  raises  the  pretax 
earnings  of  workers  who  receive  the  credit.  It  almost  certainly  induces  some 
nonworkers  to  join  the  labor  force,  and  it  encourages  workers  with  eanungs  below  about 
$7,760  a  year  to  raise  the  amount  they  work.  On  the  other  hand,  it  probably  discourages 
extra  work  among  an  even  larger  number  of  breadwinners. 

Workers  who  earn  more  than  $7,760  but  less  than  $12,200  a  year  receive  no 
marginal  incentive  to  work  extra  hours,  but  they  do  receive  a  higher  net  income  than 
they  would  without  the  credit.  This  probably  reduces  the  work  effort  and  earnings  of 
at  least  a  few  of  these  workers.  Some  breadwinners  who  earn  between  about  $12,200 
and  $23,000  work  a  little  less  than  they  would  in  the  absence  of  the  EITC.  Their  net 
incomes  are  raised  by  the  credit,  and  their  marginal  tax  rates  are  raised  by  13-14 


'  Visiting  Professor  of  Public  Affairs,  University  of  Maryland,  and  Senior  Fellow,  the  Brookings 
Institution,  Washington,  D.C.  The  views  expressed  are  solely  my  own  and  should  not  Ije  ascribed  to  the 
University  of  Maryland  or  to  the  staff  or  trustees  of  the  Brookings  Institution. 
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percentage  points  as  a  result  of  the  phase-out  of  the  credit.  Both  these  changes  in  a 
worker's  tax  status  tend  to  discourage  work  on  the  margin.  Even  if  the  combined  effect 
of  the  work  disincentives  is  small  for  each  person  affected,  many  wage  earners  fall  in 
the  relevant  income  range.  While  the  work  reduction  is  probably  small  in  the  aggregate, 
it  offsets  to  some  extent  the  intended  redistributive  impact  of  the  credit  by  lowering  the 
pretax  earnings  of  some  breadwinners  affected  by  the  credit. 

The  most  powerful  argument  in  favor  of  the  EITC  is  that  it  raises  the  net  incomes 
of  participating  families  without  causing  sizable  reductions  in  their  own  self-support. 
In  comparison  with  other  methods  of  reducing  the  tax  burdens  or  raising  the  transfer  benefits  of 
the  working  poor,  the  EITC  has  a  very  small  work  disincentive  effect. 

My  interpretation  of  the  evidence  on  the  TJTC  is  much  less  favorable.  The  credit 
has  never  provided  benefits  to  more  than  a  small  fraction  of  the  population  eligible  for 
coverage  under  the  program.  Evaluations  of  the  credit  in  the  mid-1980s  indicate  that  a 
high  percentage  of  tax  expenditures  on  TJTC  goes  to  employers  whose  hiring  behavior 
is  unaffected  by  the  credit.  Other  evidence  is  even  more  discouraging.  Two 
government-funded  experiments  suggest  that  when  employers  learn  that  a  worker  is 
eligible  for  coverage  under  the  TJTC  they  are  less  likely  to  hire  the  worker.  On  balance, 
the  credit  probably  harms  the  employment  opportunities  of  more  workers  than  it  helps. 
Our  experience  with  this  program  provides  no  reliable  evidence  that  it  helps  intended 
beneficiaries.  The  credit  should  be  scrapped  or  fundamentally  reformed. 


Earned  Income  Tax  Credit 

The  EITC  was  passed  by  Congress  in  1975  mainly  to  offset  social  security  taxes 
and  to  encourage  job  holding  among  poor  breadwinners  with  children.  Instead  of 
shrinking  as  a  recipient's  earnings  grow,  the  credit  rises,  at  least  up  to  a  specified  limit. 
At  low  earnings  levels  the  credit  increases  by  18c  or  19c  for  each  extra  dollar  earned  by 
the  breadwinner.  Parents  who  have  no  wages  are  ineligible  to  receive  the  credit,  so  the 
credit  provides  a  modest  incentive  for  unemployed  parents  to  find  work. 

The  maximum  credit  is  now  a  little  over  $1,500  a  year  for  families  containing  two 
or  more  children.  This  credit  level  is  achieved  when  annual  earnings  reach  $7,760. 
When  a  family's  earnings  rise  above  a  moderate  threshold  (about  $12,200  in  1993),  the 
credit  is  gradually  phased  out.  It  is  eliminated  altogether  when  a  family's  income 
exceeds  about  $23,000  a  year.  Since  its  introduction  in  the  mid-1970s,  the  program  has 
enjoyed  steady  popularity  in  Congress.  Liberalized  in  1986  and  1990,  the  EITC  now 
transfers  abwut  40  percent  as  much  money  to  low-income  families  as  the  AFDC 
program.  About  13  milhon  families  received  a  credit  averaging  $680  in  1991.  The 
value  of  the  credit  is  projected  to  rise  fairly  steeply  over  the  next  couple  of  years,  even 
if  Congress  does  not  liberalize  the  program  in  the  current  session. 

The  EITC  is  a  form  of  income  supplement  known  as  an  eariungs  subsidy.  Many 
economists  are  more  enthusiastic  about  an  earnings  subsidy  than  other  types  of 
government  benefits  because  it  encourages  rather  than  discourages  work  among  the 
eligible  population. 

The  basic  purpose  of  government  transfers  to  the  poor  is  to  raise  recipients' 
income  and  consumption.  However,  most  transfers  induce  behavior  on  the  part  of 
recipients  that  offsets  part  of  the  intended  redistributive  effect  of  the  transfer.  In 
particular,  most  transfers,  like  public  assistance  and  food  stamps,  discourage  work 
among  recipients.  They  raise  recipients'  nonwage  incomes,  thus  dinunishing  the  need 
for  recipients  to  work.  And  they  reduce  recipients'  net  wages,  thus  lowering  the  reward 
from  work.  An  earnings  subsidy  raises  recipients'  nonwage  incomes,  like  other  transfer 


^  In  fiscal  year  1991,  the  toul  amount  of  the  EITC  was  estimated  to  t>e  $8.75  billion  (1991  Green  Book, 
p.  901)  while  public  outlays  on  AFDC  l)enefits  amounted  to  $20.7  billion. 
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benefits.    But  it  raises  rather  than  reduces  the  reward  for  work  by  increasing  the 
recipient's  net  wage. 

If  the  earnings  subsidy  is  to  be  restricted  to  the  low-income  population,  it  must 
be  limited  in  some  way.  Otherwise,  highly  paid  workers  would  receive  much  larger 
subsidies  than  the  poor.  The  ETTC  does  not  give  any  extra  subsidy  for  working  to 
breadwiimers  who  earn  more  than  $7,760  a  year.  This  implies  that  it  provides  an 
inducement  to  work  extra  hours  only  for  those  with  very  low  levels  of  work  effort. 
People  whose  wages  are  already  above  $7,760  are  made  better  off  by  the  credit,  but  their 
reward  for  working  longer  hours  is  left  unchanged.  The  credit  provides  no  incentive  for 
extra  work  on  the  margin,  but  by  raising  families'  incomes  by  $1,500  a  year  (the 
maximum  credit)  it  reduces  the  necessity  for  famUy  members  to  work  as  much  when 
their  earnings  are  between  $7,760  and  $12,200. 

When  breadwinners'  earnings  exceed  $12,200  a  year,  the  EITC  constitutes  an 
unambiguous  work  disincentive,  no  different  in  effect  than  public  assistance  or  food 
stamps.  In  this  range,  breadv/inners'  incomes  are  higher  than  they  would  be  v^thout 
the  credit.  Moreover,  the  phase-out  of  the  credit  raises  the  marginal  tax  rate  on  earnings 
by  13  or  14  percentage  points,  nearly  doubling  the  federal  income  tax  rate  faced  by  most 
low-income  fanailies.  Both  the  need  for  extra  work  and  the  reward  for  working  have 
been  reduced  by  the  credit.  Results  from  the  Seattle-Denver  Income  Maintenance 
Experiment  suggest  that  for  breadwinners  in  this  income  range  the  EITC  will  reduce 
work  effort  by  a  small  but  noticeable  amount. 

It  is  hard  to  assess  the  overall  impact  of  the  EITC  on  work  effort  of  the  poor.  I'm 
sure  some  potential  breadwiimers  who  would  otherwise  be  unemployed  are  encouraged 
to  take  jobs  as  a  result  of  the  credit.  Many  if  not  most  working-age  people  on  public  aid 
would  prefer  work  and  self-support  to  a  life  of  dependency.  By  raising  the  net  income 
a  family  can  receive  when  the  breadwinner  goes  to  work,  the  EITC  can  tip  the  balance 
in  favor  of  work  and  against  continued  public  dependency.  This  effect  of  the  credit  is 
wholly  positive. 

But  it  is  difficult  to  avoid  the  conclusion  that  this  effect  of  the  program  is  offset 
by  the  program's  work  disincentive  effects,  especially  among  famiUes  earning  between 
$12,200  and  $23,000  a  year.  There  are  probably  many  more  breadwinners  in  the  income 
range  where  work  effort  is  discouraged  than  there  are  breadwinners  earning  less  than 
$7,760,  who  are  encouraged  to  work  harder  or  longer.  Hence,  the  EITC  probably 
reduces  work  effort  in  the  aggregate,  if  only  slightly. 

Assuming  that  the  ETTC  slightly  reduces  total  earnings,  how  should  this  affect  our 
view  of  the  program?  An  earnings  subsidy  like  the  EITC  improves  the  net  incomes  of 
poor  breadwinners  responsible  for  raising  children.  For  some  breadwinners,  the  income 
gain  ought  be  just  large  enough  to  keep  them  from  applying  for  or  remaining  eligible 
for  public  assistance.  It  certainly  improves  the  situations  of  low-income  families  who 
are  not  currently  receiving  welfare.  And  it  makes  work  more  attractive  to  some  single 
mothers  who  do  not  work  at  all. 

The  major  argument  for  this  kind  of  earnings  subsidy  ~  one  that  I  find  persuasive 
—  is  that  it  raises  the  well-being  of  participating  famiUes  without  causing  major 
reductions  in  low-income  families'  own  self-support.  Most  taxpayers  probably  approve 
of  the  distributional  consequences  of  the  program  because,  unlike  public  assistance,  it 
provides  larger  rewards  to  beneficiaries  who  do  the  most  to  support  thenwelves.  In 
comparison  with  alternative  methods  of  transferring  income  to  low-  and  moderate- 
income  families,  the  EITC  probably  creates  far  smaller  adverse  incentives. 

Congress  and  the  Administration  are  still  faced  with  painful  trade-offs  if  they 
want  to  make  the  EITC  more  generous  or  improve  work  incentives  in  the  program.  If 
the  earnings  subsidy  rate  were  raised  for  very  low-income  earners,  the  maximum  credit 
amount  would  increase.  While  this  is  desirable  from  the  point  of  view  of  making  work 
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more  attracrive,  it  also  raises  the  required  phase-out  tax  rate  for  the  credit,  discouraging 
extra  work  among  people  whose  incomes  are  in  the  phase-out  range. 

In  order  to  keep  the  phase-out  tax  rate  fairly  low,  the  President  and  Congress 
might  increase  the  income  threshold  where  the  credit  is  totally  phased  out,  raising  it 
from  $23,000  to,  say,  $30,000  or  $35,000.  While  this  strategy  certainly  decreases  marginal 
tax  rates  in  the  phase-out  range,  it  increases  the  proportion  of  workers  who  face 
marginal  tax  rates  affected  by  phase-out  of  the  EITC.  Moreover,  this  design  greatly 
boosts  the  cost  of  any  liberalization  because  it  extends  EITC  benefits  to  a  larger  share  of 
the  population.  In  the  absence  of  very  careful  simulation  analysis  by  the  staff  of  the 
Joint  Tax  Conunittee  or  the  CBO,  it  is  hard  to  decide  on  the  best  liberalization  strategy 
from  the  point  of  view  of  encouraging  work  among  low-  and  moderate-wage  workers. 

If  Congress  liberalizes  the  EITC  in  the  current  session  —  a  policy  that  I  favor  ~  I 
think  the  most  prudent  course  would  be  to  keep  the  phase-out  tax  rate  as  low  as 
possible,  even  if  this  means  that  workers  with  moderately  high  incomes  receive  benefits 
under  the  program.  It  seems  to  me  preferable  to  impose  slightly  higher  marginal  tax 
rates  on  a  very  broad  population  than  to  discourage  work  through  sharply  higher 
marginal  taxes  on  a  narrow  group  of  moderate-income  families. 


Targeted  Jobs  Tax  Credit 

The  theory  behind  the  TJTC  program  is  simple.  The  federal  government  offers 
to  reimburse  employers  for  a  fraction  of  the  wages  they  pay  to  workers  in  selected  target 
groups.  The  reimbursement  is  limited  to  a  maximum  amount  and  to  a  restricted  period 
-  currently  40%  of  an  eligible  worker's  first-year  wages  up  to  $6,000.  Because  the  hiring 
subsidy  makes  the  net  cost  of  employing  target-group  workers  lower  than  it  otherwise 
would  be,  companies  are  encouraged  to  increase  their  employment  of  subsidized 
workers.  This  may  occur  either  because  overall  employment  grows  as  a  result  of  the 
reduced  cost  of  labor  or,  more  likely,  because  employers  replace  ur\subsidized  v/ith 
subsidized  workers  on  their  payrolls. 

The  first  tax  subsidy  of  this  type  was  the  WIN  (Work  Incentive  Program)  tax 
credit,  which  was  enacted  in  1971.  The  credit  provided  tax  benefits  to  employers  hiring 
participants  in  the  Aid  to  Families  with  Dependent  Children  WIN  program.  (The  WIN 
credit  was  later  superseded  by  the  TJTC  program.)  The  TJTC  was  established  in  1978. 
The  population  covered  by  the  credit  has  varied  over  time,  but  now  includes  members 
of  nine  hard-to-employ  groups,  including  public  assistance  recipients,  economically 
disadvantaged  youngsters  aged  18  to  22,  and  low-income  participants  in  cooperative 
education  programs.  Economically  disadvantaged  youngsters  holding  summer  jobs  are 
also  covered  by  the  TJTC,  though  the  maximum  credit  in  this  case  is  limited  to  $1,200 
instead  of  $2,400. 

Workers  must  be  certified  as  eligible  for  the  credit  by  a  designated  local  agency 
before  employers  can  claim  the  TJTC  on  their  tax  returns.  In  addition,  workers  must  be 
employed  for  at  least  90  days  or  perform  at  least  120  hours  of  paid  work  for  employers 
to  claim  the  credit.  (The  work  thresholds  are  somewhat  lower  for  youngsters  holding 
summer  jobs.) 

Faith  in  the  TJTC  is  rooted  in  the  belief  that  employers  must  find  the  offer  of 
subsidized  workers  irresistible.  This  faith  is  difficult  to  reconcile  with  the  low  take-up 
rates  that  have  characterized  the  TJTC  program  since  its  inception.  Only  a  very  small 
percentage  of  potentially  eligible  workers  finds  employment  that  is  actually  subsidized 
under  the  TJTC.     In  fact,  most  target-group  workers  who  find  employment  typically 


Fewer  than  a  half  million  workers  a  year  are  certifiecl  as  eligible  for  the  ijlC.  Yet  the  nine  target 
groups  covered  by  the  credit  include  many  more  people  who  are  seeking  work  or  who  actually  find  work 
during  a  typical  year. 
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work  for  firms  which  do  not  know  about  or  bother  to  claim  the  tax  subsidy.  If 
subsidized  workers  are  irresistibly  attractive,  it  is  hard  to  explain  the  failure  of  so  many 
employers  to  hire  them  or  to  obtain  tax  credits  for  eligible  workers  whom  they  do  hire. 

Wisconsin  TJTC  experiment.  If  aggregate  statistics  about  participation  in  the  TJTC 
are  depressing,  experimental  estimates  of  the  credit's  effectiveness  are  alarming.  Two 
experiments  were  independently  conducted  during  the  early  1980s  to  see  how  the  design 
and  admiiustration  of  the  TfTC  could  be  improved.  The  first  and  smaller  of  the  two  was 
carried  out  in  Eau  Claire  and  Racine,  Wisconsin,  and  evaluated  by  the  Institute  for 
Research  on  Poverty.^  About  330  TJTC-  and  WIN-tax-credit-eligible  job  seekers  were 
eruolled  in  the  experiment.  The  sample  was  randomly  divided  into  two  groups. 
Members  of  the  treatment  group  were  informed  that  they  were  eligible  for  the  tax  credit 
and  were  encouraged  to  supply  this  information  to  prospective  employers  when 
applying  for  jobs.  Members  of  the  control  group  were  not  instructed  about  the  tax 
credits  or  trained  in  how  to  use  the  credits  in  their  job  search. 

Results  of  the  Wisconsin  experiment  were  surprising  and  disquieting.  Members 
of  the  treatment  group  were  only  about  half  as  likely  to  obtain  jobs  as  members  of  the 
control  group.  That  is,  people  using  the  tax  credit  to  find  a  job  were  less  likely  to  get 
hired  than  people  who  were  not  told  they  were  eligible  for  the  credit.  Puzzled  by  this 
outcome,  the  experimenters  asked  members  of  the  sample  whether  they  had  informed 
prospective  employers  of  their  eligibility  for  the  TJTC.  Only  6%  of  the  people  who  told 
employers  they  were  covered  by  the  credit  got  jobs,  while  22%  of  the  people  who  didn't 
mention  their  eligibility  found  employment.  The  authors  of  the  evaluation  concluded 
that  the  act  of  telling  employers  about  one's  eligibility  for  the  tax  credit  caused  a  sizable 
drop  in  a  worker's  chances  of  landing  a  job. 

Dayton  wage  voucher  experiment.  This  conclusion  from  the  Wisconsin  experiment 
was  reinforced  in  a  later  experiment  conducted  for  the  U.S.  Department  of  Labor  in 
Dayton,  Ohio.^  The  experiment  was  designed  and  conducted  without  any  knowledge 
of  the  findings  from  the  smaller  experiment  in  Wisconsin.  The  design  of  the  Dayton 
experiment  was  very  simple.  A  job-search  and  job-training  agency  in  Dayton  was  used 
to  recruit  job  seekers  who  were  eligible  for  the  TJTC.  Slightly  more  than  800  eligible  job 
applicants  were  enrolled  in  the  experiment  and  were  then  randomly  assigned  to  three 
different  groups. 

The  first  group  was  informed  of  its  eligibility  for  TJTC  and  given  written  material 
describing  the  tax  advantages  to  employers  if  TJTC-eligible  workers  were  hired.  This 
group  was  strongly  encouraged  to  advertise  its  eligibility  for  the  tax  credit  and  to  give 
explanatory  material  about  the  program  to  prospective  employers.  In  1980-81,  when  the 
experiment  was  conducted,  the  TJTC  was  more  generous  than  it  is  today.  The  credit 
reimbursed  employers  for  50%  of  first-year  wages  and  25%  of  second-year  wages  up  to 
a  maximum  two-year  credit  of  $4,500.   (The  maximum  credit  today  is  just  $2,400.) 

The  second  treatment  group  was  offered  a  similar  hiring  subsidy.  The  subsidy 
was  equal  in  value  to  the  TJTC,  but  it  did  not  work  through  the  tax  system.  Employers 
hiring  eligible  workers  from  this  group  were  sent  direct  cash  subsidy  payments  instead 
of  tax  credits  to  encourage  them  to  hire  the  target-group  workers.  It  was  thought  that 
employers  who  earned  no  taxable  profits  or  who  feared  entanglement  with  the  tax 
system  might  find  cash  hiring  subsidies  more  attractive  than  a  tax  credit.  However,  for 
firms  with  positive  tax  liabilities,  the  cash  subsidy  had  the  same  value  as  the  TJTC. 
People  enrolled  in  this  group  were  given  job-search  traiiung  and  written  material  that 


Stanley  Masters  et  al.,  "Jobs  Tax  Credits:  The  Report  of  the  Wage  Bill  Subsidy  Research  Project, 
Phase  11"  (mimeo),  Wisconsin  Department  of  Health  and  Social  Services  and  The  Institute  for  Research  on 
Poverty,  University  of  Wisconsin,  Madison,  WI  (January  1982). 

^     Gary  Burtless,  "Are  Targeted   Wage  Subsidies  Harmful?     Evidence  from  a  Wage  Voucher 
Experiment,"  Industrial  and  Labor  Relations  Review,  Vol.  39,  no.  1  (1985). 
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was  similar  to  that  given  to  the  TJTC  group.   They  were  also  erurouraged  to  mention 
their  eligibility  for  special  subsidies  when  contacting  prospective  employers. 

The  third  group  of  people  enrolled  in  the  experiment  was  not  told  about  its 
eligibility  for  TJTC  and  was  not  encouraged  to  use  TfTC  in  its  job  fmding.  Few 
members  of  this  group  even  knew  they  were  eligible.  In  other  respects,  however,  these 
people  received  the  same  training  and  job  search  help  as  members  of  the  other  two 
groups. 

Results  obtained  in  the  Dayton  exjjeriment  mirror  those  from  the  Wisconsin 
experiment.  Job  seekers  from  the  two  groups  enrolled  in  the  hiring  subsidy  plans  were 
much  less  likely  to  find  jobs  than  job  seekers  in  the  control  group.  A  simple  tabulation 
of  the  findings  is  presented  below. 


JOB  Finding  Rates  in  Dayton  Hiring  Subsidy  Experiment 


Treatment  group 

Sample 
size 

Number 

finding 

jobs 

Percent 

finding 

jobs 

TJTC  vouchered  group 
Cash  subsidy  group 
Control  group 

247 
299 
262 

32 
38 
54 

13.0% 
12.7% 
20.6% 

Total 

808 

124 

15.3% 

Source:  Burtless,  "Are  Targeted  Wage  Subsidies  Harmful?  "  Industrial  and 
Labor  Relations  Review  (1985). 


The  two  groups  encouraged  to  advertise  their  eligibility  for  hiring  subsidies 
achieved  a  significantly  lower  average  placement  rate  than  did  the  control  group  (only 
12.8%  found  jobs  versus  20.6%  in  the  control  group).  This  finding  implies  that  when 
employers  learned  that  job  applicants  were  covered  by  a  hiring  subsidy  they  tended  to 
discriminate  against  them  in  hiring.  Some  employers  may  have  reasoned  that  if  the  job 
apphcants  were  so  disadvantaged  that  they  required  a  wage  subsidy  to  find  work,  they 
were  poor  prospects  for  hiring  and  training.  Alternatively,  employers  might  have 
inquired  to  find  out  why  applicants  were  eligible  for  the  subsidy  and  learned  that  the 
applicants  were  public  assistance  recipients  or  economically  disadvantaged.  The 
employers  evidently  used  this  information  to  eliminate  some  vouchered  job  applicants 
from  their  hiring  pool. 

Although  the  job-finding  success  of  the  vouchered  job  applicants  was  substantially 
below  that  of  members  of  the  control  group,  there  is  no  evidence  the  groups  obtained 
different  kinds  of  jobs.  The  average  hourly  wage  of  new  hires  in  the  two  vouchered 
groups  was  $4.07;  the  average  wage  among  Dayton  controls  was  $4.06.  The  vouchered 
workers  simply  got  fewer  jobs  and  jobs  that  were  no  better  than  those  obtained  by 
members  of  the  control  group. 

Other  experimental  evidence.  Evidence  from  recent  unemployment  insurance 
experiments  also  suggests  that  hiring  subsidies  to  employers  is  an  ineffective  way  to 
improve  employment  prospects  of  the  jobless.  One  of  the  reemployment  bonus 
experiments  offered  UI  claimants  small  bonuses  if  they  found  new  jobs  within  a 
specified  period  of  filing  an  initial  claim  for  benefits.     The  bonus  caused  claimants  to 


S.A.   Woodbury   and    R.G.    Spiegelman,    "Bonuses   to   Workers   and    Employers    to   Reduce 
Unemployment:   Randomized  Trials  in  Illinois,"  The  American  Economic  Review,  Vol.  77,  no.  4  (1987). 
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end  their  unemployment  spells  significantly  earlier  than  claimants  not  offered 
reemployment  bonuses.  As  a  variant  of  this  basic  plan,  experimenters  tried  a  second 
reemployment  bonus  scheme.  They  offered  employers  a  small  bonus  if  they  hired  UI 
recipients  early  in  recipients'  unemployment  spells.  When  the  bonus  was  offered  to 
employers  rather  than  unemployed  workers,  it  had  far  less  effect  on  the  speed  with 
which  UI  claimants  found  jobs.  This  result  suggests  that  a  subsidy  paid  directly  to  a 
worker  —  rather  than  to  a  prospective  employer  -  has  a  much  greater  impact  on  the 
worker's  chances  of  employment. 

Conclusion.  I  interpret  the  findings  from  the  Wisconsin  and  Dayton  experiments 
to  show  that  the  design  of  the  TJTC  is  seriously  flawed.  Economically  disadvantaged 
workers  who  are  dearly  identified  to  potential  employers  as  disadvantaged  have  a 
smaller  chance  of  being  hired  than  workers  who  are  equally  disadvantaged  but  who  do 
not  identify  themselves  as  members  of  the  disadvantaged  target  group. 

The  amount  of  damage  inflicted  by  identifying  a  worker  as  disadvantaged  must 
be  considerable.  The  same  document  that  alerted  employers  to  the  disadvantaged 
circumstances  of  a  job  applicant  also  informed  them  that  up  to  $4,500  of  the  job 
applicant's  wages  would  be  reimbursed  by  the  government.  Although  the  subsidized 
workers  were  offered  to  employers  at  a  steep  discount,  employers  seemed  to  interpret 
the  discount  to  mean  that  subsidized  workers  were  "damaged  goods." 

In  view  of  this  evidence,  it  is  hard  to  see  how  the  TJTC  can  be  achieving  its  main 
goal.  The  program  hurts  rather  than  helps  many  of  the  workers  it  is  supposed  to 
benefit.  To  be  sure,  some  companies  use  the  program  and  claim  large  tax  credits  on 
their  returns.  A  few  of  these  companies  may  actually  hire  more  target-group  members 
than  they  would  hire  without  the  credit.  But  most  hiring  that  is  subsidized  by  the  tax 
credit  would  occur  anyway.  The  credit  reduces  government  revenue  (and  fattens  the 
bottom  line  of  participating  companies)  without  affecting  the  employment  or  earnings 
of  the  great  majority  of  target-group  workers  whose  wages  are  subsidized.  At  the  same 
time,  the  findings  from  Wisconsin  and  Dayton  suggest  that  the  credit  actually  hurts  the 
employment  prospects  of  a  sizable  number  of  target-group  members  who  advertise  their 
eligibility  for  the  TJTC  but  who  do  not  find  jobs. 

The  government  revenue  currently  used  to  finance  the  TJTC  should  be  diverted 
to  other  programs  with  proven  benefits  for  disadvantaged  workers  —  job  search 
assistance,  job  training  for  adults,  and  the  EITC.  If  we  wash  to  offer  subsidies  to 
encourage  extra  employment  among  tl^e  disadvantaged,  the  evidence  suggests  we  should 
give  the  subsidies  directly  to  disadvantaged  workers  rather  than  to  employers. 
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Chairman  Rangel.  Thank  you. 

Dr.  Burtless,  how  did  you  reach  your  conclusions?  Did  the  Uni- 
versity of  Maryland  study  these  programs? 

Mr.  Burtless.  I  was  a  Government  employee  at  one  time.  I 
worked  in  the  U.S.  Department  of  Labor  in  the  Office  of  the  Sec- 
retary, and  there  we  were  responsible  for  carrying  out  a  study 
mandated  by  Congress  to  figure  out  whether  the  TJTC  could  be  im- 
proved. And  we  set  up  an  experiment  in  Dayton,  Ohio. 

Unbeknownst  to  us,  the  Institute  for  Research  on  Poverty  and 
the  State  of  Wisconsin  had  conducted  a  similar  experiment  in  Wis- 
consin, and  they  derived  exactly  the  same  results. 

Chairman  Rangel.  So  you  have  those  studies  to  make  available 
to  the  committee? 

Mr.  Burtless.  Sure.  Actually,  I  have  the  study  right  here  in  my 
briefcase.  I  happened  to  bring  the  study  that  I  published. 

Chairman  Rangel.  Now,  I  don't  know  really  beyond  studies.  Un- 
fortunately, I  have  to  live  with  the  targeted  groups  in  both  of  these 
cases,  and  so  I  don't  know  when  you  were  working  for  the  Depart- 
ment of  Labor  exactly  how  close  you  got  to  the  problem.  But  take 
the  earned  income  tax  credit.  You  have  no  problem  in  trjing  to 
keep  these  people  working  and  the  Federal  Government  encourag- 
ing it  in  one  way  or  the  other  to  keep  working,  rather  than  to  make 
welfare  more  attractive,  right? 

Mr.  Burtless.  Absolutely  correct. 

Chairman  Rangel.  Now,  what  would  you  suggest  to  this  panel 
that  we  do  other  than  to  give  them  a  transfer  payment  in  their 
checks  to  support  their  efforts  in  working?  I  know  that  you  don't 
like  the  system,  but  what  is  it  that  you  would  suggest  that  we  do 
instead  of  that? 

Mr.  Burtless.  I  like  the  earned  income  credit.  I  favor  its  liberal- 
ization. 

Chairman  Rangel.  You  have  no  problem. 

Mr.  Burtless.  Yes. 

Chairman  Rangel.  OK  Now,  with  the  targeted  jobs  credit,  I 
have  seen — ^first  of  all,  when  you  have  high  unemployment,  espe- 
cially with  teenagers,  you  are  able  to  hire  extremely  qualified  peo- 
ple. I  mean,  you  can  get  college  kids  to  do  a  lot  of  things  when  they 
can't  get  jobs  other  places,  and  so  these  employers,  to  me,  don  t 
have  to  hire  the  type  of  people  that  they  are  hiring  now.  They  can 
hire  people  that  don't  come  into  the  job  market  with  the  impedi- 
ments that  are  outlined  in  the  targeted  jobs  credit.  People  just 
don't  want  old  people,  disabled  people,  convicts.  These  are  not 
groups  that  employers  reach  out  for.  You  agree  with  that,  right, 
doctor? 

Mr.  Burtless.  Right.  I  think  that  the  problem  is  that  in  many 
cases  a  job  applicant  shows  up  and  asks  for  a  job,  and  the  employer 
really  doesn't  know  that  this  job  applicant  has  any  serious  problem 
or  comes  from  a  seriously  disadvantaged  background.  And  when  we 
tell  the  employer  that  this  person  is  a  public  assistance  recipient, 
this  person  comes  from  a  very  disadvantaged  family,  that  kind  of 
information  can  tip  the  balance  in  the  employer's  mind  and  make 
the  employer  think  maybe  I  don't  want  to  hire  this  person.  His  or 
her  problems  are  too  serious  for  me  to  overcome,  and  the  tax  credit 
isn't  going  to  make  a  difference. 
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That  is  the  only  conclusion  that  we  can  derive  from  the  experi- 
ments. 

Chairman  Rangel.  Now,  what  study  was  that?  Because  we  find 
the  opposite  to  be  true.  And  I  wish  we  didn't  have  to  bribe  these 
people  to  hire  them,  but  unfortunately,  human  nature  being  what 
it  is,  you  know,  one  man's  bribe  is  another  person's  incentive.  But 
we  are  paying  for  it  one  way  or  the  other. 

What  would  you  suggest  that  we  do  with  these  hard-to-place  peo- 
ple? 

Mr.  BuRTLESS.  I  think  if  the  employer  already  knows  what  the 
disadvantaging  condition  is  that  the 

Chairman  Rangel.  You  have  to  assume  he  knows. 

Mr.  BURTLESS.  But  it  turns  out  that  they  don't  always  know.  In 
the  Wisconsin  experiment,  about  twice  as  many  people 

Chairman  Rangel.  Doctor,  doctor,  we  can't  find  out  subjectively 
what  the  guy  knows  or  doesn't  know.  I  am  just  saying  most  people 
come  in — they  don't  even  come  in  if  they  have  got  a  record  because 
they  know  if  the  guy  next  to  them  doesn't  have  a  record,  they  take 
the  one  without  the  record.  You  have  to  assume  that  when  a  guy 
lays  out  that  he  is  not  very  likely  to  get  employed  by  other  people, 
you  have  to  assume  the  employer  is  finding  that  out  for  the  first 
time,  the  same  way  I  would  find  out  with  anyone  applying.  And  I 
am  sajdng  that  once  you  make  that  assumption,  just  for  my  sake, 
that  here  is  a  guy  that  is  very  difficult  for  me  to  find  a  job  for,  un- 
less I  pay  off,  bribe,  or  give  an  incentive  to  the  employer  or  some- 
body, do  you  have  any  way  we  can  handle  this  better? 

Mr.  BuRTLESS.  Well,  job  search  clubs  have  helped  a  lot  of 
people 

Chairman  Rangel.  Clubs? 

Mr.  BURTLESS  [continuing].  From  very  different  kinds  of  back- 
ground. Pardon? 

Chairman  Rangel.  Job  search  clubs? 

Mr.  Burtless.  Job  search  clubs,  yes.  This  is  a  different  way  to 
organize  the  job  search  activities  of  people. 

Chairman  Rangel.  OK.  You  have  done  research  on  that,  too? 

Mr.  Burtless.  Oh,  yes. 

Chairman  Rangel.  Well,  that  will  be  very  helpful.  You  have 
them  in  inner  cities  that  you  know  of,  in  Cincinnati,  Dayton,  and 
Cleveland?  They  have  these  clubs? 

Mr.  Burtless.  Yes. 

Chairman  Rangel.  OK.  Well,  maybe  we  can  do  something  na- 
tionally to  get  these  clubs  more  active,  because  I  have  never  heard 
of  them,  but  I  probably  missed  it. 

Well,  I  know  that  you  have  to  leave.  Are  there  any  questions  that 
other  members  of  the  panel  have?  I  think  we  can  excuse  Dr. 
Burtless  because  he  has  a  time  schedule  problem. 

Acting  Chairman  Matsul  Thank  you,  Mr.  Chairman. 

Commissioner  Hines,  let  me  ask  you  a  question. 

Chairman  Rangel.  Hold  it.  I  am  sorry.  I  just  wanted  to  see 
whether  anyone,  regardless  of  order,  wanted  to  question  Dr. 
Burtless.  He  had  indicated  that  he  had  to  leave. 

[No  response.] 
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Chairman  Rangel.  Thank  you  so  much,  doctor,  and  share  with 
this  committee  any  other  additional  materials  you  have,  especially 
that  job  club.  I  like  that. 

Mr.  BURTLESS.  Thank  you,  and  I  am  sorry  to  leave. 

Chairman  Rangel.  Right. 

Acting  Chairman  Matsui.  Thank  you. 

Commissioner  Hines,  let  me  ask  you  a  followup  question.  There 
are  two  components  of  the  targeted  job  credit.  One  is  the  incentive 
for  the  employer  to  actually  create  a  job  or  to  hire  somebody,  and 
then  the  second  would  be  to  hire  a  particular  kind  of  person  in  the 
work  force  who  might  not  have  received  a  job.  Is  that  a  fair  as- 
sumption? 

Mr.  HiNES.  That  is  correct. 

Acting  Chairman  Matsui.  Now,  where  will  the  emphasis  be  on 
this  in  terms  of  the  targeted  job  credit?  On  the  one  hand,  I  would 
imagine  that,  you  know,  if  an  employer  is  about  to  hire  somebody, 
they  are  going  to  hire  that  person,  obviously  the  credit  plays  a  role 
in  that,  but  they  are  going  to  hire  the  person;  but  then  the  uni- 
verse that  they  work  from,  I  think  that  is  a  whole  different  matter, 
right?  Does  this  give  other  people  a  greater  opportunity  that  might 
not  have  an  opportunity  to  find  a  job?  Is  that  where  the  emphasis 
should  be  and  is  in  terms  of  the  purpose  of  this  credit? 

Mr.  HiNES.  Yes.  I  think  that  hits  the  nail  right  on  the  head,  and 
I  think  Chairman  Rangel  was  correct  in  indicating  that,  particu- 
larly in  times  of  economic  distress  such  as  this,  there  is  a  lot  of 
competition  out  there.  There  is  an  excess  supply  of  labor  in  the 
pool,  and  the  issue  that  is  stressed  here  is  the  opportunity  for  an 
individual  who  otherwise  would  most  likely  be  passed  over  in  the 
decisionmaking  process  to  have  an  entree. 

One  of  the  differences  between  an  earned  income  tax  credit  is 
you  have  to  earn  income,  and  we  are  talking  about  a  number  of  in- 
dividuals who,  in  many  instances,  are  breaking  into  the  work  force 
for  the  first  time  or  perhaps  reentering  it  after  a  long  absence  and 
will  be  given  an  opportunity  to  actually  earn  a  wage. 

One  of  the  issues  that  was  just  discussed  I  found  kind  of  interest- 
ing. There  are  a  number  of  enlightened  major  corporations  that  are 
very  interested  in  the  use  of  the  targeted  jobs  tax  credit  program, 
and  I  recently  took  part  in  a  job  fair  at  the  University  of  Delaware 
about  2  months  ago  that  involved  40  national  employers  in  the  hos- 
pitality industry,  hotel  chains,  and  major  restaurants.  And  one  of 
the  issues  that  I  was  asked  to  speak  about,  both  to  the  students 
who  were  there — a  lot  of  them  were  2-year  students — and  to  the 
employer  representatives,  was  the  issue  of  the  targeted  jobs  tax 
credit  program.  And  the  corporate  sponsors  who  had  invited  me 
were  suggesting  that  these  folks  should  become  aware  of  the  fact 
that  this  is  an  advantage  that  they  have  when  they  go  to  try  to 
enter  the  job  market  for  the  first  time,  and  that  employers  are,  in- 
deed, interested  in  their  eligibility  for  this. 

Acting  Chairman  Matsui.  Let  me  just  ask  you  one  other  ques- 
tion. Mr.  Burtless  mentioned  that,  to  some  extent,  the  targeted  job 
credit  creates  a  stigma  against  the  employee.  I  think  that  is  what 
he  said.  I  probably  should  have  asked  him  to  remain  to  get  a  clari- 
fication of  that.  But  have  you  found  that  in  your  experience  with 
the  employers?  In  other  words,  if  a  person  is  eligible,  if  an  em- 
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ployee  is  eligible  to  serve  under  the  program,  that  all  of  a  sudden 
it  is  much  more  difficult  for  that  person? 

I  think  that  is  what  he  was  saying.  I  don't  want  to 
mischaracterize  it,  but  I  sense  that  there  was  a  stigma  attached  to 
this  position. 

Mr.  HiNES.  I  am  sure  that  there  are  some  employers  out  there 
who  discriminate,  but  our  experience  is  contrary  to  that.  As  I  men- 
tioned, there  are  some  national  corporations  that  are  well  known, 
but  in  New  York  the  vast  majority  of  the  users  of  the  TJTC  pro- 
gram happen  to  be  small-  to  medium-sized  employers. 

I  have  a  backlog  right  now  of  50,000  letters  of  requests  from 
employers,  notwithstanding  the  fact  that  the  program  expired  on 
July  1,  who  are  very  interested  in  participating  in  this  program. 
And  I  have  got  tens  of  thousands  of  job  seekers  who  are  interested 
in  participating  in  it.  So  I  would  suggest  that  the  verification  of  the 
utility  of  this  program  is  best  measured  by  the  degree  of  interest 
in  it  on  both  the  employer  and  the  job  seeker  side  in  New  York. 

Acting  Chairman  Matsui.  Thank  you,  Mr.  Chairman. 

Chairman  Rangel.  Mr.  Hancock. 

Mr.  Hancock.  Mr.  Hines,  you  said  you  had  how  many  applica- 
tions or  how  many  requests  from  employers? 

Mr.  Hines.  From  employers,  I  have  about  a  50,000  backlog.  We 
continue  to  accept  the  mail  and  box  it,  notwithstanding  the  fact 
that  the  program  expired  on  July  1,  although  we  didn't  get  official 
notice  about  the  expiration  of  the  program  until  some  time  late  in 
October  or  early  November.  So  we  still  get  letters  of  request  from 
employers,  and  we  have  a  backlog  in  our  offices  right  now  of  about 
50,000.  We  get  on  average  in  New  York  State  about  5,000  a  month 
that  come  in  of  employers  who  are  interested  in  participating  in 
this  program. 

Mr.  Hancock.  What  is  your  effective  unemployment  rate  in  New 
York  right  now? 

Mr.  He^s.  It  is  about  8.1,  8.3  percent.  We  get  new  numbers  that 
come  out  this  Friday.  I  hope  they  improve. 

Mr.  Hancock.  It  would  appear  to  me  that  if  you  get  50,000  job 
openings,  more  or  less — I  mean,  employers  are  looking  for  these 
things — it  looks  to  me  like  it  would  be  a  good  idea  to  open  the  mail 
and  get  that  out  to  your  employment  offices  some  way. 

Mr.  Hines.  I  am  sorry.  I  didn't  understand  the  question. 

Mr.  Hancock.  Well,  if  I  understood  you  right,  you  said  you  have 
approximately  50,000  letters  from  employers  wanting  to  hire  people 
under  this  targeted  jobs  program. 

Mr.  Hines.  Right. 

Mr.  Hancock.  And  you  have  got  an  8.1  percent  unemployment 
rate. 

Mr.  Hines.  Yes. 

Mr.  Hancock.  And  you  said  that  you  box  those  letters  that  you 
didn't  have  time  to  go  through. 

Mr.  Hines.  Well,  it  is  not  a  matter  of  time.  We  have  no  author- 
ization to  continue  this  program  right  now,  so  what  we  do  is  we 
receive  the  material  and  we  hope  that  we  will  be  able  to  respond 
to  them  retroactively.  But  we  can't  process  applications  because  we 
have  no  program.  So  rather  than  refuse  those  materials,  we  con- 
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tinue  to  gather  them,  and  we  hope  that  we  will  be  able  to  go  back 
in  with  sufficient  administrative  support  and  pull  them  all  out  and 
begin  to  process  those  requests. 

Mr.  Hancock.  Could  you  give  me  a  rough  idea  of  what  type  of 
jobs  these  are,  just  kind  of  generally?  Are  they  strictly  entry-level 
jobs,  minimum-wage  jobs? 

Mr.  HttffiS.  No.  Actually,  we  did  a  little  survey  before  we  came 
down  here  so  I  would  be  prepared  for  a  question  like  that,  and  we 
discovered  that  about  92  percent  of  our  jobs  are  above  the  mini- 
mum wage.  We  only  really  have  about  8  percent  of  our  jobs  under 
TJTC  that  are  at  or  below  the  Federal  minimum  wage.  When  I  say 
below,  those  are  individuals  who  would  be  involved  in  a  situation 
to  be  eligible  for  tips.  But  the  vast  majority  of  the  jobs  are  above 
the  Federal  minimum  wage.  They  range  as  high  as  $6  an  hour. 

Mr.  Hancock.  Are  these  mostly  service  jobs,  service-type  jobs,  or 
are  there  any  jobs  that  are  apprenticeship-type  jobs  that  could  lead 
to  advancement? 

Mr.  HiNES.  Yes.  We  have  applications  in  a  variety  of  areas,  the 
trades,  services,  manufacturing,  construction,  finance,  transpor- 
tation, and  then  we  have  a  category  of  all  others.  So  they  are  pret- 
ty much  spread  across  the  board. 

Banking  industries  are  very  interested  in  using  this.  Hotel 
chains  are  very  interested  in  using  it,  among  the  big  corporations. 
And  then,  as  I  said  before,  the  majority  of  the  utilization,  however, 
notwithstanding  the  visibility  of  an  entity  such  as  Key  Bank  or 
Marriott,  the  majority  of  the  utilization  in  New  York  is  with  small- 
to  medium-sized  employers  who  would  not  be  recognizable  names. 
But  they  recognize  this  program,  and  in  New  York  State,  we  have 
very  aggressively  marketed  this  program  out  to  our  employers,  and 
our  employers  receive  it  very,  very  favorably.  So  there  is  a  high  de- 
gree of  interest  in  the  program,  and  I  think  the  continued  applica- 
tion, notwithstanding  the  demise  of  the  program,  is  the  best  evi- 
dence of  that. 

Mr.  Hancock.  Your  program  works,  I  am  assuming,  the  same 
way  it  does  in  other  States,  a  90-day  training  period,  90  days  to 
6  months.  Do  you  have  any  idea  of  how  much  money  the  State  is 
spending  on  this  program?  I  am  not  talking  about  in  the  form  of 
tax  credits  and  what  have  you.  I  am  talking  about  just  the  over- 
head and  operation  of  the  program. 

Mr.  HiNES.  At  this  point  in  time? 

Mr.  Hancock.  Yes. 

Mr.  HiNES.  Well,  we  are  not  spending  anything  on  it  right  now 
other  than  just  receiving  the  mail  and  storing  it  because  we  have 
no  program  to  administer  at  this  point.  So  other  than  receiving  the 
materials 

Mr.  Hancock.  But  your  job  service  organization,  is  that  in  New 
York? 

Mr.  Hines.  Job  service  in  New  York,  but  we  were  advised  by 
U.S.  DOL  when  the  program  was  dismantled  that  we  were  not  au- 
thorized to  expend  Wagner-Peyser  dollars  to  continue  the  adminis- 
tration of  the  progn'am  or,  in  fact,  to  recoup  the  expenses  that  had 
been  incurred  during  the  4  months  before  we  were  officially  put  on 
notice  the  program  had  been  taken  down.  So  we  can't  utilize  State 
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expenditures  on  this,  and  we  have  been  precluded  from  using  Wag- 
ner-Peyser resources. 

Mr.  Hancock.  Thank  you,  Mr.  Chairman. 

Chairman  Range L,  Mr,  Kopetski. 

Mr.  Kopetski.  Thank  you,  Mr.  Chairman. 

Mr.  Hines,  as  a  followup  on  the  TJTC,  what  are  your  thoughts 
in  terms  of  adjusting  the  policy  from  the  administration  to  target 
other  people  other  than  by  age?  For  example,  people  who  have  ex- 
hausted their  unemployment  insurance  benefits,  including  the  ex- 
tended benefits,  and/or  people  who  have  been  on  public  assistance, 
you  know,  8  out  of  the  last  12  quarters  or  something  like  that? 

Mr.  HiNES.  Well,  I  have  to  confess  I  am  not  that  familiar  with 
those  aspects  of  what  would  be  proposed.  We  would  embrace  any 
program  that  would  encourage  the  ability  for  us  to  reemploy  the 
wortt  force  at  this  point  in  time.  I  just  am  not  that  familiar, 

I  think  one  of  the  proposals  is  to  develop  some  economic  develop- 
ment zones,  which  we  think,  in  fact,  would  overlap  the  existing  de- 
velopment zones  that  are  in  New  York.  So  we  are  not  sure  how 
much  more  impact  it  would  have  other  than  now  the  individuals 
would  be  eligible  by  virtue  of  geographic  address. 

So  I  don't  know  enough  about  it  to  respond.  In  general,  I  would 
just  indicate  that  this  program  has  been  a  very  successful  one  for 
us  in  New  York,  and  I  am  sure  that  there  are  other  ways  in  which 
it  can  be  applied  to  other  individuals  who  could  use  it  as  an  entree 
to  the  work  force. 

Mr.  Kopetski.  (generally,  let  me  ask  it  a  different  way.  In  your 
experience  in  looking  at  unemployment  figures  and  the  demo- 
graphics of  that,  is  age  the  best  way?  Part  of  the  problem  with  the 
credit  is  it  costs  money  and  we  have  a  deficit  and  we  are  trying 
to  deal  with  it  as  well,  so  we  have  to  put  some  strictures  on  the 
credit. 

Mr.  HiNES.  Right. 

Mr.  Kopetski.  The  administration  is  suggesting  to  do  it  by  age. 
Is  this,  in  your  estimation,  the  best  way  to  approach  it,  through  an 
age  demographic,  or  is  it  a  work  history  demographic  or  work  expe- 
rience demographic? 

Mr.  HiNES.  I  guess  I  am  not  familiar  with  what  kinds  of  restric- 
tions they  want  to  put  on  by  age. 

Mr.  Kopetski,  Well,  it  is  eligibility,  those  from  16  to  20. 

Mr.  HiNES.  Right.  Oh,  I  see.  They  want  to  expand  it. 

Mr.  Kopetski.  Right, 

Mr.  Hines.  Yes, 

Mr,  Kopetski.  Older  people. 

Mr.  Hines.  OK  Now  I  understand. 

Mr.  Kopetski.  Seniors. 

Mr.  Hines.  I  would  strongly  support  the  expansion  of  that  for 
several  reasons,  not  the  least  of  which  is  that  we  have  discovered 
a  very  troublesome  pattern  in  the  employment  history  of  our  youth, 
which  is  not  particular  to  New  York,  but  it  is  a  national  trend  also. 
That  is,  that  the  youth  coming  out  of  school,  whether  they  drop  out 
or  they  complete  a  high  school  program,  do  not  attach  tnemselves 
to  the  work  force,  quite  frankly,  until,  on  average,  at  about  age  25 
or  26.  And  so  the  expansion  to  age  24  I  think  is  very  important  be- 
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cause  it  reflects  the  difficulty  that  young  people  are  having  finding 
jobs. 

Another  issue — and  this  is  a  thought  I  just  formed  while  I  was 
sitting  waiting  to  come  up  here — I  worked  very  closely  with  the  De- 
fense Department  and  the  U.S.  Department  of  Labor  on  the 
downsizing  of  the  military  establishment.  The  issue  of  the  combina- 
tion impact  that  expanding  the  definition  of  veteran  to  eliminate 
the  reference  to  the  Vietnam  era  and  bumping  the  age  group  up 
to  24  would  help  us  to  capture  and  make  available  this  type  of  an 
incentive  for  reemployment  for  the  substantial  numbers  of  people 
who  are  going  to  be  reduced  from  the  military. 

But  I  think  the  first  issue  is  the  most  important.  There  is  a  very 
troublesome  lack  of  significant  work  history  and  a  serious  entree 
to  the  world  of  work  that  exists  in  this  country  for  many  of  our 
youth.  And  I  think  that  moving  it  up  to  24  is  very  important. 

Also,  to  be  able  to  serve  those  individuals  who  have  tried  to  avail 
themselves  of  some  kind  of  an  educational  experience  and  are 
maybe  entering  the  market  for  the  first  serious  time  after  3  or  4 
years  of  attempting  to  get  an  education.  I  think  that  moving  the 
age  limit  up  to  24  would  be  very  helpful  to  those  folks  also. 

Mr.  KOPETSKI.  In  your  estimation,  which  is  more  important,  to 
have  the  tax  credit  available  for  people  16  to  18  or  22  to  24? 

Mr.  HnsfES.  I  can't  honestly  say  I  have  ever  studied  that.  I  mean, 
the  substantial  involvement  we  have  now  are  the  16-  to  the  19- 
year-olds.  I  would  rather  not  be  confronted  with  a  choice  like  that, 
to  be  honest  with  you.  I  think  it  is  equally  important  to  both  cat- 
egories, but  I  haven't  done  the  empirical  evidence  to  come  back  at 
you  and  say  that,  you  know,  it  has  to  be  for  this  group  more  than 
the  other. 

It  would  seem  to  me  that  kind  of  a  prima  facie  case  would  be 
made  for  the  younger  group,  but  I  would  suggest  to  you  that  the 
reasons  why  we  focused  on  the  younger  group  in  the  past,  all  those 
reasons  have  now  extended  themselves  much  further  into  the  20s, 
as  both  a  sociological  impact  of  some  changes  in  this  country  in  the 
last  10  to  15  years  and  the  simple  fact  of  the  economy  tnat  has 
been  facing  us  in  the  last  3  to  4  years.  Those  two  things  colliding 
would  suggest  that  the  difficulties  for  the  younger  group  have  now 
marched  themselves  up  halfway  through  the  decade  of  the  20s. 

Mr.  KoPETSKi.  Mr.  Hines,  that  is  very  good  testimony.  I  appre- 
ciate that.  That  has  helped  me  a  lot. 

Mr.  Wetzler,  can  I  get  your  feelings  on  the  EITC?  And  you  made 
reference  to  college  students,  for  example,  people  who  are  over  22, 
maybe  in  a  graduate  program  or  finishing  their  undergraduate  or 
working  on  a  Ph.D.  who  have  some  income  and  whether  as  policy 
they  should  be  eligible  for  the  EITC. 

What  are  your  feelings  on  that? 

Mr.  Wetzler.  Well,  I  think  you  are  going  to  have  a  pretty  strict 
budget  constraint  when  you  mark  up  the  tax  bill  later  on  this  year. 
And  my  own  personal  opinion  is,  giving  earned  income  credits  to 
graduate  students  is  not  a  high  priority. 

Mr.  KOPETSKI.  Because  you  do  not  think  we  should  help  them 
through  their  education  in  this  manner  or 

Mr.  Wetzler.  No,  no.  We  should  help  them  with  their  education. 
I  think  there  are  much  needier  people  who  will  be  bearing  higher 
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burdens  of  energy  cost.  Keep  in  mind,  we  are  talking  about  child- 
less single  persons  and  childless  couples. 

Mr.  KoPETSKl.  Right. 

Mr.  Wetzler.  If  I  could  suggest  a  value  judgment,  personally  I 
think  that  people  with  children  need  the  assistance  more  than  the 
people  without  children,  given  the  high  cost  of  raising  children 
these  days. 

Mr.  KOPETSKI.  OK,  thank  you. 

Mr.  Wetzler.  Just  to  suggest  a  value  judgment. 

Mr.  KoPETSKi.  All  right,  thank  you.  Thank  you,  Mr.  Chairman. 

Chairman  Rangel.  Thank  you. 

Mr.  Hines,  please  share  with  me  that  information  on  the  ques- 
tion Mr.  Hancock  asked  about  the  minimum  wage.  I  was  pleasantly 
surprised  to  see  that  there  were  higher  paying  jobs.  If  you  have  the 
breakout,  that  would  be  very  good  for  me. 

Mr.  Hines.  Yes,  sir. 

Chairman  Rangel.  Mr.  Wetzler,  you  had  indicated  that  the 
EITC  was  complicated.  Have  you  heard  any  testimony  that  would 
have  you  believe  that  we  are  going  to  make  it  less  complicated? 

Mr.  Wetzler.  Well,  I  thought  there  were  several  good  sugges- 
tions this  morning.  I  think  the  administration's  proposal,  as  out- 
lined by  Mr.  Sessions  this  morning,  would  simplify  the  credit  quite 
dramatically.  I  think  the  ideas  presented  by  the  GAO  this  morning, 
which  would  conform  the  treatment  of  dependency  for  purposes  of 
the  dependency  exemption,  the  head-of-household  rules,  and  the 
earned  income  credit.  I  do  not  see  any  good  reason  why  they  should 
be  different,  and  if  you  could  conform  them,  you  would  enable  the 
IRS  to  compute  the  earned  income  credit  for  those  people  who  file 
tax  returns  and  do  not  claim  it. 

Under  the  administration's  proposal,  you  are  moving  the  earned 
income  credit  up  to  people  well  into  the  20-plus  thousand  dollar 
range  of  income.  There  are  going  to  be  a  lot  of  ordinary  taxpayers 
who  will  now  be  eligible  for  earned  income  credits,  and  I  think  it 
would  be  very  helpful  to  have  a  credit  designed  so  that  the  IRS 
could  compute  the  credit  for  people  who  failed  to  claim  it  as  part 
of  the  routine  computer  processing  of  the  tax  returns  each  year. 

That  was  the  situation  between  1978  and,  I  believe,  1990,  and 
it  was  in  1990  that  you  complicated  the  credit  to  prevent  that  from 
being  possible. 

Chairman  Rangel.  Well,  thank  you.  And  stick  with  us,  because 
you  not  only  bring  a  broad  knowledge  of  what  we  are  trying  to  do 
up  here,  but  now  running  the  New  York  State  tax  and  finances  you 
understand  what  other  States  and  local  governments  are  going 
through,  so  it  brings  a  sense  of  reality  to  what  we  are  doing  on  the 
Federal  level.  So  stick  with  us  beyond  the  hearing,  because  we  do 
not  look  at  you  as  a  staffer,  but  we  certainly  appreciate  the  support 
that  you  have 

Mr.  Wetzler.  Well,  it  is  a  pleasure  to  be  back.  I  notice  you  have 
made  one  improvement  since  I  left.  These  water  pictures  are  very 
nice.  [Laughter.] 

Chairman  Rangel.  OK. 

Mr.  KOPETSKI.  Mr.  Chairman,  could  I  just  follow  up  on  a  ques- 
tion? 

Chairman  Rangel.  Sure. 


105 

Mr.  KoPETSKi.  An  idea  that  you  have  presented.  And  that  is  on 
the  simpHfication  issue,  Mr.  Wetzler. 

What  happens — is  there  a  way  for  the  second  year  that  a  family 
is  ehgible  for  the  credit  to  just  have  that  as  a  presumption,  that 
if  you  had  it  last  year,  that  you  are  going  to  get  it  this  year?  I 
mean,  does  that  simplify  a  whole  bunch  of  paperwork  for  folks? 

Mr.  Wetzler.  Well,  it  is  a  presumption,  but  the  taxpayer  still 
has  to  fill  out  his  tax  return,  and  he  is  either  eligible  or  he  is  not 
when  he  fills  it  out.  I  mean,  I  think 

Mr.  KoPETSKi.  But  in  terms  of,  as  Ms.  Stathis  testified  about, 
people  are  not  using  it  through  the  year.  They  are  getting  the  lump 
sum.  And  so  that  if  after  1  year  you  get  it,  then  you  are  eligible 
just  to  walk  in  to  your  employer,  check  a  box  someplace  or  another, 
and  then  the  employer  adjusts  the  withholding  accordingly. 

Mr.  Wetzler.  Well,  I  think  you  need  to  make  the  information 
available  to  both  the  employers  and  the  employees  that  they  are 
eligible  for  these  advance  payments. 

On  the  other  hand,  if  people  would  prefer  to  get  their  credit  in 
a  lump  sum,  so  they  can  use  it  to  pay  bills  or  whatever,  you  know, 
as  far  as  I  am  concerned,  there  is  nothing  particularly  wrong  with 
that. 

Mr.  KOPETSKL  Right. 

Mr,  Wetzler.  I  do  not  think  the  distinction  between  the  advance 
payments  and  the  lump  sum  is  crucial.  I  worked  here  when  we 
drafted  the  advance  payment  rule.  We  had  high  hopes  for  it.  It 
turns  out  that  it  is  not  so  popular.  If  it  were  that  popular,  the  em- 
ployees and  the  employers  would  be  more  likely — would  make 
greater  use  of  it.  So  I 

Mr.  KoPETSKL  In  terms  of  the  simplification  issue,  forget  the 
payouts  and  that,  just  if  there  is  this  presumption  that  exists  once 
you  were  eligible,  so  you  do  not  have  to  repeat  all  of  the  forms 
again. 

Mr.  Wetzler.  Well,  the  problem  with  the  presumption  is  that  if 
the  employee  has  the  earned  income  credit  withheld  or  paid  to  him 
over  the  year,  and  then  at  the  end  of  the  year  turns  out  not  to  be 
eligible,  then  that  employee — ^because  his  income  has  gone  up  or 
because  his  dependency  status  has  changed — that  employee  is  in  a 
pretty  seriously  difficult  position  when  he  files  his  tax  return  and 
has  to  repay  those  advance  payments. 

I  mean,  the  taxpayers  very  much  like  to  get  refunds  and  very 
much  dislike  having  to  write  checks. 

Mr.  KoPETSKL  OK. 

Mr.  Wetzler.  And  I  think  that  is  a  well-established  preference, 
and  I  think  you  are  seeing  that  in  the  preference  the  eligible  people 
are  expressing  for  getting  their  earned  income  credit  as  a  refund 
rather  than  through  the  advance  payment  mechanism,  for  which 
there  were  high  hopes  when  it  was  originally  enacted  back,  I  be- 
lieve, in,  you  know,  1978. 

Chairman  Rangel.  Ms.  Stathis,  on  the  question  of  the  option  as 
to  whether  or  not  the  employee  knows  that  they  could  get  it  up 
front,  do  you  think  that  we  could,  by  statute,  require  the  employer 
to  notify  the  employee  that  they  have  an  option  and  how  they  can 
receive  the  EITC,  or  do  you  have  another  suggestion? 


106 

Ms.  Stathis.  In  fact,  that  was  a  recommendation  that  we  made 
in  our  advance  payment  report,  not  that  the  Congress  require  it, 
but  that  IRS  try  to  have  employers  do  that. 

In  fact,  employers  are  required  to  notify  employees  about  the 
earned  income  tax  credit  itself  And  the  IRS  has  an  arrangement 
with  the  employers  that  they  can  do  that  by  printing  a  notice  on 
the  back  of  the  W-2.  But  the  notice  did  not  say  anything  about  the 
advance  payment  option.  So  our  suggestion  to  them  was  at  least 
have  that  notice  mention  the  advance  payment  option.  We  sur- 
veyed a  variety  of  potential  recipients,  and  a  variety  of  employers, 
both  ones  who  were  providing  the  advance  payment  option  and 
ones  who  were  not.  About  60  percent  of  employers  who  were  not 
providing  it  on  an  advance  basis  did  not  know  about  the  option. 
They  did  not  know  it  was  available.  And  we  had  only  37  of  the  po- 
tential recipients  out  of  438  who  had  ever  heard  of  it. 

So  there  are  just  a  lot  of  people  that  have  no  idea  that  it  is  avail- 
able on  an  advance  basis.  So  one  of  the  things  we  said  in  the  report 
is  that  really  to  give  it  a  fair  chance,  to  know  whether  it  will  work 
or  not,  we  have  to  do  a  lot  more  outreach  to  make  sure  that  people 
know  about  it. 

Chairman  Rangel.  Your  testimony  was  invaluable,  because  I 
had  suspected  what  you  said  was  true,  but  I  did  not  get  that  im- 
pression from  IRS  this  morning.  So  I  am  glad  that  you  were  here. 

This  has  been  a  real  great  panel,  and  I  want  to  thank  all  of  your 
for  your  contribution. 

The  next  panel,  just  two  are  left  on  it  now.  That  is  Dr.  Marvin 
Kosters,  who  is  tne  director  of  economic  policy  studies  for  the 
American  Enterprise  Institute,  and  Robert  Greenstein,  the  execu- 
tive director  of  the  Center  on  Budget  and  Policy  Priorities. 

Your  testimony  will,  without  objection,  be  entered  in  its  entirety 
into  the  record.  We  are  forced  to  apply  the  5-minute  rule  because 
of  the  legislative  agenda  we  have,  but  we  want  you  to  feel  free  to 
highlight  your  testimony,  and  we  will  start  with  Dr.  Kosters. 

Welcome  to  the  committee. 

STATEMENT  OF  MARVIN  H.  KOSTERS,  PH.D.,  DIRECTOR, 
ECONOMIC  POLICY  STUDIES,  AMERICAN  ENTERPRISE 
INSTITUTE 

Mr.  Kosters.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  opportunity  to  participate  in  these  hearings,  and 
I  will  limit  my  discussion  to  only  the  work  incentive  effects  of  the 
earned  income  tax  credit. 

Everyone  is  aware,  I  think,  of  the  favorable  work  incentive  ef- 
fects of  the  EITC.  It  encourages  work  for  people  who  are  not  work- 
ing and  it  encourages  the  working  poor  with  the  lowest  incomes  to 
work  more.  At  the  same  time,  it  helps  to  lift  their  aftertax  income. 

Families  in  the  lowest  income  range  get  a  positive  work  incentive 
in  what  I  call  the  subsidy  range;  their  work  incentives  are 
strengthened.  They  get  an  extra  20  cents  almost  for  every  addi- 
tional dollar  they  earn  under  current  law  if  they  have  two  depend- 
ents and  supplemental  credits  are  ignored. 

For  families  with  incomes  in  the  intermediate  range,  the  tax  ef- 
fects on  them  are  essentially  neutral.  The  additional  income  that 
they  keep  after  taxes  is  essentially  exactly  the  same  as  the  addi- 


107 

tional  money  they  earn.  So  they  do  not  have  any  additional  work 
incentives  from  the  EITC,  but  they  do  have  additional  income. 

In  the  higher  income  range  where  the  EITC  is  gradually  phased 
out,  in  this  phaseout  range,  there  is  a  work  disincentive  effect. 
Work  is  discouraged.  The  size  of  the  tax  credit  payment  is  reduced 
by  about  14  cents  for  every  additional  dollar  that  workers  end  in 
that  range. 

This  aspect  of  the  earned  income  tax  credit,  where  work  and  in- 
centives are  weakened,  often  gets  less  attention  than  the  positive 
work  incentives,  although  it  was  mentioned  by  some  of  the  other 
witnesses  this  morning. 

Now  the  reports  that  I  saw  before  I  prepared  my  testimony 
showed  a  slightly  different  structure  from  the  Treasury  proposal 
that  was  announced  this  morning,  but  the  differences  would  not 
change  the  main  points  in  my  prepared  statement.  The  main 
changes  in  the  proposal  are  that  the  subsidy  rate  would  be  signifi- 
cantly increased  at  the  lowest  income  levels;  the  maximum  credit 
would  be  doubled;  and  the  phaseout  range  would  be  extended  to 
significantly  higher  incomes,  to  the  $28,000  level  apparently. 

One  way  to  analyze  the  work  incentive  effects  of  the  EITC  is  to 
compare  tne  importance  of  the  favorable  and  the  unfavorable  work 
incentives  that  EITC  generates  among  the  working  poor.  We  can 
ask  what  effects  we  might  expect  for  those  families  where  work  in- 
centives are  strengthened  compared  to  the  effects  that  we  might 
expect  for  those  families  where  work  incentives  are  weakened. 

I  discuss  these  comparisons  in  more  detail  in  my  prepared  state- 
ment, but  I  would  like  to  summarize  those  results  very  briefly  here 
and  essentially  compare  the  gains  with  the  losses  that  should  be 
expected  from  work  incentives  under  the  EITC.  In  my  prepared 
statement,  I  make  relevant  comparisons  for  both  current  law  for 
1993  and  for  the  new  proposal,  as  it  was  described  in  various  re- 
ports before  the  details  announced  today  became  available. 

I  make  three  kinds  of  comparisons,  and  I  will  indicate  what 
those  comparisons  basically  show  to  preview  my  results.  Basically 
they  show  that  among  the  working  poor  we  lose  more  from  reduced 
work  incentives  than  we  gain  from  families  with  improved  work  in- 
centives. The  losses  outweigh  the  gains  by  a  big  margin,  especially 
for  the  new  proposal. 

Now  let  me  describe  in  detail  what  I  am  comparing.  First  of  all, 
I  consider  only  potentially  eligible  married  couple  families  and  I 
simply  count  numbers  of  families  and  workers  in  each  income 
range.  I  find — and  this  is  reported  in  my  prepared  statement — that 
losses  outweigh  the  gains  or  the  numbers  experiencing  work  dis- 
incentives outweigh  those  whose  work  incentives  are  strengthened 
by  a  factor  of  6-to-l  or  so  under  current  law  and  by  much  more 
under  the  new  policy.  Many  more  families  are  in  the  phaseout 
range  than  in  the  subsidy  range. 

The  second  comparison  I  make  takes  into  account  the  fact  that 
phaseout  rates  are  smaller  than  subsidy  rates.  If  you  make  the  ap- 
propriate adjustment,  it  reduces  somewhat  the  ratio  of  losses  to 
gains. 

The  third  comparison  I  make  is  to  ask  how  output  is  affected, 
how  is  GDP  affected,  by  the  combination  of  reinforced  work  incen- 
tives for  some,  and  disincentives  for  others.  With  that  comparison 
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I  find  that  there  is  a  much  larger  loss  in  GDP  than  gain.  That  is, 
the  losses  in  output  outweigh  the  gains  by  a  factor  of  some  10-to- 
1,  as  I  estimate  them,  under  the  current  proposal  and  by  much, 
much  more  under  the  new  proposal.  So  loss  ratios  of  that  mag- 
nitude lead  me  to  question  whether  this  is  the  kind  of  program 
that  should  be  expanded. 

In  view  of  its  mixed  effects  on  work  incentives,  I  believe  that  a 
major  expansion  of  the  EITC  is  ill-advised.  In  my  prepared  state- 
ment, I  suggest  some  alternative  ways  to  lift  the  aftertax  incomes 
of  low-  and  middle-income  working  poor  families  that  would  have 
less  deleterious  effects  on  their  work  incentives,  and  I  note  some 
aspects  of  the  new  proposal  that  I  believe  deserve  support. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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The  Earned  Income  Tax  Credit:  How  Are  the  Working  Poor  Affected? 


Mr.  Chairman  and  Members  of  the  Committee:  I  am  pleased  to  be  invited  to  testify  at 
this  hearing.  The  subject  announced  for  the  hearing  —  "the  extent  to  which  our  current  tax  laws 
provide  work  incentives  for  low-income  families  and  help  create  alternatives  to  welfare"  —  is 
timely  and  important.  The  significant  expansion  of  the  Earned  Income  Tax  Credit  (EITC)  in 
1990  and  the  recently  proposed  further  expansion  heighten  the  importance  of  examining  its 
impact  on  all  families  who  are  affected.  Because  the  EITC  influences  work  decisions  in  different 
ways  for  families  with  different  levels  of  income  and  working  status,  its  incentive  effects  are 
especially  pertinent.  I  appreciate  this  opportunity  to  describe  the  various  effects  of  the  EITC  on 
work  incentives  for  the  working  poor. 

How  the  EITC  Affects  Work  Incentives 

The  EITC  is  a  refundable  tax  credit  available  to  people  with  earnings  from  work  and  with 
dependents.  In  my  analysis  of  its  effects,  I  focus  on  families  with  working  adult  members.  1 
do  not  examine  its  implications  for  families  without  earnings,  for  whom  the  EITC  encourages 
a  transition  to  working  status,  and  I  do  not  take  into  account  the  effect  of  credit  payments  on 
incomes  of  working  families,  which  produce  incentives  for  less  work  among  the  working  poor. 

The  EITC  provides  a  subsidy  to  earned  income  at  the  lowest  income  levels,  thereby 
strengthening  work  incentives  in  this  subsidy  range.  At  higher  income  levels,  however,  the 
EITC  subsidy  is  phased  out.  In  this  phase-out  range,  where  the  credit  is  gradually  withdrawn, 
the  effect  of  the  EITC  on  work  incentives  is  to  impose  an  implicit  tax  on  each  additional  dollar 
of  earned  income.  The  implication  for  work  incentives  is  that  they  are  strengthened  for  low- 
income  families  in  the  subsidy  range,  but  weakened  for  families  with  higher  incomes  in  the 
phase-out  range. 

It  may  be  useful  to  illustrate  these  characteristics  of  the  EITC  more  specifically. 
Immediately  before  its  expansion  in  1990,  the  EITC  provided  a  subsidy  of  14  cents  for  each 
additional  dollar  of  earnings  of  eligible  families  up  to  almost  $7,000  of  annual  income.  The 
maximum  EITC  payment  of  about  $950  was  available  to  families  with  earnings  between  about 
$7,000  and  $1 1,000  per  year.  In  this  range,  where  the  maximum  credit  was  available  and  the 
amount  was  unchanged  in  response  to  earnings  differences,  work  incentives  were  neither 
strengthened  nor  weakened.  In  the  range  where  the  credit  was  phased  out  —  from  about  $1 1 ,000 
to  $20,000  annual  income  —  for  each  additional  dollar  of  earnings  the  credit  was  reduced  by  10 
cents.  This  is  equivalent  to  imposing  an  additional  tax  at  a  10%  rate  on  earnings  from  work  by 
families  in  this  income  range. 

I  chose  the  year  1990  deliberately  to  illustrate  how  the  EITC  works.  After  1990  both 
the  size  of  the  credit  and  the  subsidy  and  phaseout  rates  were  increased  sharply.  The  EITC  was 
also  further  complicated  by  conditioning  it  on  whether  eligible  families  had  one  or  two 
dependents,  presence  of  children  less  than  a  year  old,  and  eligibility  for  a  health  credit.  After 
these  changes  in  the  EITC  in  1990,  it  acquired  several  features  traditionally  more  frequentiy 
associated  with  income  transfer  programs  than  with  tax  policy.  By  1993,  for  example,  almost 
90  percent  of  EITC  funds  are  expected  to  be  accounted  for  by  federal  cash  payments  to  eligible 
families  instead  of  offsets  to  income  taxes  they  would  otherwise  need  to  pay. 
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Tax  Policy  and  Income  Transfer  Rationales 

From  the  time  it  was  introduced  in  1975  until  1990,  the  EITC  subsidy  rate  for  the  lowest 
income  eligible  families  was  roughly  equivalent  to  the  total  payroll  tax  rate  under  the  Federal 
Insurance  Contributions  Act  (PICA).  It  was  broadly  consistent  with  the  idea  that,  up  to  a  certain 
income  level  (almost  $7000  in  1990),  working  poor  families  with  children  should  not  be  required 
to  make  any  net  contribution  to  federal  tax  revenues,  including  social  security. 

The  EITC  had  certain  attractive  features  as  a  mechanism  to  relieve  workers  with  the 
lowest  incomes  from  paying  federal  taxes.  This  result  could  be  achieved  through  the  EITC 
without  reducing  the  comprehensiveness  of  coverage  under  FICA.  Thus,  workers  would  receive 
credit  under  OASDI  for  their  contributions,  and  the  trust  accounts  would  be  credited  with  these 
contributions.  When  the  EITC  is  considered  by  itself,  eligible  families  with  the  lowest  incomes 
receive  an  earnings  subsidy  that  strengthens  work  incentives.  When  the  EITC  is  considered 
together  with  total  FICA  taxes,  however,  it  is  clear  that  tax  incentive  effects  were  roughly 
neutral  in  the  subsidy  range  if  the  entitlement  that  is  earned  to  benefits  under  the  social  security 
system  is  not  taken  into  account. 

In  the  EITC  phase-out  range,  of  course,  the  phase-out  rate  (10%  in  1990)  was  equivalent 
to  a  10  percent  marginal  tax  rate  on  earned  income,  in  addition  to  the  total  FICA  rate  (for  the 
employee  and  employer  taken  together)  of  15.3  percent.  The  weakening  of  work  incentives  for 
families  with  incomes  in  the  phase-out  range  could  be  viewed  as  the  price  paid  for  relief  from 
net  federal  tax  payments  for  the  lowest  income  families.  To  simplify  the  discussion  that  follows, 
I  do  not  consider  further  the  effects  of  the  FICA  payroll  tax.  It  is  important  to  note,  however, 
that  since  1990  cash  payments  to  eligible  families  in  the  subsidy  range  have  become  significantly 
larger  than  the  combined  total  FICA  taxes  paid  by  these  workers  and  their  employers. 

In  addition  to  increasing  percentage  rates,  the  expansion  of  the  EITC  in  1990  has 
introduced  other  complications  of  a  kind  that  are  customarily  addressed  by  agencies 
administering  income  transfer  programs.  These  agencies  are  probably  in  a  better  position  to  deal 
with  questions  involving  needs  and  eligibility  than  the  Internal  Revenue  Service.  They  are  also 
better  equipped  to  provide  income  transfer  payments  on  an  ongoing  basis  instead  of  as  a  lump- 
sum refund  after  the  tax  year  is  completed.  In  any  event,  many  of  the  families  in  the  EITC 
subsidy  range  are  also  participants  in  other  programs,  and  the  merit  of  having  an  additional 
agency,  the  IRS,  administering  welfare-type  programs  is  far  from  obvious. 

Work  Incentive  Effects  on  Low-Income  Families 

Since  families  at  different  income  levels  experience  very  different  work  incentive  effects 
under  the  EITC,  it  is  important  to  consider  how  many  families  are  affected  and  how  they  are 
affected.  In  particular,  the  number  of  workers  and  families  in  the  subsidy  range  can  be 
compared  with  those  in  the  phase-out  range  to  obtain  a  comprehensive  view  of  the  effects  of 
work  incentives  generated  by  the  EITC  for  eligible  working  families. 

Data  are  readily  available  from  Current  Population  Survey  sources  on  work  experience 
and  income  levels  for  married-couple  families  with  children.  Although  the  family  units 
described  in  these  Census  data  do  not  correspond  precisely  to  definitions  of  taxpayer  units,  and 
there  are  also  some  differences  in  relevant  income  definitions,  these  Census  data  probably 
provide  a  fairly  reliable  indication  of  the  relative  numbers  of  workers  and  families  who  are 
affected  in  the  income  ranges  that  are  relevant  for  the  EITC.  Data  from  this  source  are 
frequently  used  to  analyze  the  impact  of  tax  and  income  transfer  policies  on  different  parts  of 
the  distribution  of  income.  Unfortunately,  comparable  data  for  working  single-parent  or  female- 
headed  families  with  children  are  not  readily  available  to  me. 
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The  basic  data  I  use  to  examine  work  incentive  implications  are  shown  in  Table  1 .  It  is 
immediately  apparent  in  these  data  that  the  number  of  families  and  workers  in  each  income  range 
increases  steadily  with  moves  up  the  income  scale  from  the  lowest  levels.  To  estimate  the 
numbers  of  families  and  workers  affected  by  the  EITC,  1  have  updated  the  income  brackets  to 
1993  and  interpolated  between  brackets  to  estimate  how  many  are  affected  in  the  income  range 
where  earnings  are  subsidized,  in  the  range  where  the  maximum  credit  is  available  and  effects 
on  work  incentives  are  neutral,  and  in  the  phase-out  range  where  additional  earnings  are  subject 
to  an  implicit  tax  as  the  credit  is  reduced. 


Table! 

Income  and  Work  Experience  in  1991: 

Married  Couples  with  One  or  More  Children 

(thousands) 


Total 

Total 

Married-Couple 
Families 

Workers  in  Family: 

Workers  in 

Husband          Wife  also 

Wife  only 

Married-Couple 

with  workers 

Worked            Worked 

Worked 

Families 

Total  Families: 

24.612 

23,989              17,810 

623 

42,422 

Income  <  $5,000 

245 

223                    83 

22 

328 

$5,000  <  10,000 

523 

453                   167 

70 

690 

10,000  <  15,000 

1,063 

966                  436 

97 

1,499 

15,000  <  20,000 

1,397 

1,345                  757 

52 

2,154 

20,000  <  25,000 

1,603 

1,549                  986 

54 

2,588 

25,000  <  30,000 

1,925 

1,865                1,366 

60 

3,291 

Source:   Money  Income  of  Households,  Families,  and  Persons  in  the  United  States:  1991,  Current 
Population  Reports,  Consumer  Income,  Series  P-60,  No  180,  Table  19,  pp.77ff. 


Estimates  of  the  numbers  of  families  and  workers  in  each  of  the  respective  ranges  are  shown 
in  Table  2.  It  is  very  clear  from  these  estimates  that  the  number  who  experience  incentives  that 
discourage  work  in  the  phase-out  range  of  the  EITC  exceeds  by  a  wide  margin  those  who 
experience  incentives  that  encourage  work.  Under  current  law,  for  example,  the  ratio  of  workers 
discouraged  to  those  encouraged  is  on  the  order  of  5  or  6  to  1.  This  imbalance  is  much  more 
pronounced  in  my  estimates  for  the  new  policy  proposal,  based  on  reports  I  have  seen  on  how 
the  proposal  is  structured.  According  to  these  estimates  the  ratio  of  workers  discouraged  to 
those  encouraged  would  rise  to  something  on  the  order  of  15  or  19  to  I  if  the  proposed  policy 
were  applicable  in  1993. 
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Table  2 


Estimated  Numbers  of  Married-Couple  Families  and  Woricers  Affected  by  Work  Incentives 
undo-  the  ETTC  in  1993:  Cunent  Law  and  Policy  Proposal 


Current  Law 


Subsidy  range  (0  to  $7,760) 

Neutral  range  ($7,760-$12,210) 

Phase-out  range  ($12,210-$23,070) 

Ratio  of  numbers  in  phase-out  range 
compared  with  subsidy  range 


Number  of             Number  of 
Families                 Workers 
(thousands) 

487 

647 

602 

823 

2,698 

4,104 

5.5  to  1 

6.3  to  1 

Policy  Pnqxjsal 

Number  of            Number  of 
Families                Workers 
(thousands) 

313 

418 

846 

1,152 

4,934 

7.847 

15.8  to  1 

18.8  to  1 

Subsidy  range  (0-$6,000) 

Neutial  range  ($6,000-$12,560) 

Phase-out  range  ($12,560-$30,000) 

Ratio  of  numbers  in  phase-out  range 
compared  with  subsidy  range 


These  estimates  suggest  that  attitudes  toward  the  desirability  of  favorable  work  incentive 
effects  for  families  with  the  lowest  incomes  among  the  working  poor  should  be  tempered  by  a 
recognition  that  many  more  families  experience  an  implicit  tax  on  additional  earnings  that  tends 
to  discourage  work.  These  families  are  somewhat  less  poor,  but  many  of  them  still  have 
relatively  low  incomes  —  at  least  under  current  EITC  income  ranges.  Under  the  new  policy 
proposal,  however,  the  income  range  for  EITC  eligibility  would  be  much  higher.  Married- 
couple  families  with  two  children  would  apparentiy  receive  the  maximum  credit  of  $2,400  at 
incomes  up  to  about  $12,560.  The  proposed  credit  would  not  be  completely  phased  out  for  such 
families  until  their  income  reached  $30,000,  a  level  approximately  equal  to  median  household 
income  in  1991  and  more  than  83  percent  of  median  family  income. 

Up  to  this  point  I  have  considered  only  numbers  of  families  and  workers  in  different 
income  ranges.  The  rate  at  which  earnings  are  subsidized  in  the  lowest  income  range  and  the 
rate  at  which  the  credit  is  reduced  in  the  phase-out  range  are  also  important  and  need  to  be  taken 
into  account.  Moreover,  both  under  current  law  and  the  proposed  policy,  phase-out  rates  are 
significantly  smaller  than  subsidy  rates  which  attenuates  the  degree  to  which  work  is  on  balance 
discouraged  when  both  ranges  are  considered. 
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Under  current  law  the  phase-out  rate  (with  two  dependents  but  excluding  supplemental 
credits)  is  about  13.9  percent  compared  with  a  subsidy  rate  of  19.5  percent.  Thus  although 
many  more  workers  are  in  the  phase-out  range  than  in  the  subsidy  range,  the  higher  subsidy  rate 
can  be  expected  to  exert  more  pull  than  the  phase-out  rate  for  each  worker  affected.  I  recognize 
that  there  is  a  great  deal  of  uncertainty  about  just  how  strongly  work  behavior  is  affected  by  tax 
incentives.  However,  if  work  responses  to  tax  incentives  are  roughly  similar  in  percentage  terms 
throughout  the  income  ranges  of  the  EITC,  the  effects  of  incentives  for  families  in  the  subsidy 
and  phase-out  ranges  can  be  compared  directly  without  information  about  the  absolute  size  of 
work  incentives. 

To  take  into  account  phase-out  rates  that  are  smaller  than  subsidy  rates,  the  relative 
number  of  workers  and  families  in  each  range  need  to  be  adjusted  to  reflect  the  difference  in 
rates.  The  difference  between  rates  under  current  law  (13.9  and  19.5  percent)  is  even  larger 
under  the  new  proposal,  where  the  rates  I  use  of  13.75  percent  in  the  phase-out  range  and  40 
percent  in  the  subsidy  range  are  based  on  reports  describing  the  proposal.  Adjustment  of  the 
ratios  of  numbers  of  families  and  workers  affected  reported  in  Table  2  to  take  into  account  these 
differences  in  rates  leads  to  the  following  estimates: 


Comparisons  of  Estimated  Relative  Work  Incentive  Effects 
for  Phase-out  and  Subsidy  Ranges  of  the  ETFC 


Ratio  of  losses  to  gains  Families  Workers 

Current  Law  3.9  4.5 

Policy  Proposal  5.4  6.5 


These  estimates  show  that  the  larger  relative  numbers  in  EITC  phase-out  ranges  are  partly 
counter-balanced  by  lower  phase-out  rates.  This  is  especially  evident  for  the  policy  proposal, 
where  the  pronounced  difference  in  rates  brings  the  combined  adverse  work  incentives  down  to 
nearly  the  same  range  as  under  current  law. 

Comparison  of  these  various  estimates  illustrates  two  dilemmas  inherent  in  the  design  of 
tax-based  programs  to  provide  income  transfers  to  low-income  families.  The  first  is  that  the 
favorable  work  incentives  produced  by  subsidizing  earnings  at  low  incomes  are  accompanied  by 
unfavorable  incentives  in  the  higher  income  range  where  the  subsidy  is  phased  out.  The  second 
is  that  an  effort  to  attenuate  unfavorable  work  incentives  in  the  phase-out  range  by  reducing  the 
phase-out  rate  relative  to  the  subsidy  rate  inevitably  involves  extending  the  income  range  over 
which  credits  are  phased  out.  Unfavorable  work  incentives  for  each  worker  are  smaller  as  a 
result,  but  more  workers  and  families  are  affected. 

Another  relevant  difference  between  families  in  the  subsidy  and  phase-out  ranges  of  the 
EITC  is  that  the  higher  earnings  of  those  in  the  phase-out  range  in  general  reflect  some 
combination  of  higher  wages  and  a  larger  fraction  of  the  year  at  work.  Consequently,  a  given 
percentage  work  reduction  in  the  phase-out  range  results  in  a  loss  in  value  of  output  (GDP)  that 
is  much  larger  than  the  increase  in  output  that  results  from  increased  work  in  the  subsidy  range. 
It  is  accordingly  illuminating  to  further  adjust  estimates  of  relative  impact  in  phase-out  and 
subsidy  ranges  to  take  earnings  and  output  differences  into  account.  To  make  sure  that  the 
adjustment  for  value  of  output  differences  is  modest,  and  almost  surely  significantly  understated, 
I  use  the  top  of  the  subsidy  range  and  the  midpoint  of  the  phase-out  range  to  make  the  relevant 
comparison  of  ratios  that  include  relative  numbers  of  families  and  workers,  differences  between 
subsidy  and  phase-out  rates,  and  differences  in  average  value  of  output  produced  in  each  range. 
The  results  are  as  follows: 


Families 

Worker$ 

9.0 

10.3 

19.2 

23.1 
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Comparisons  of  Estimated  Relative  Impact  on  Value  of  Output 
for  Phase-out  and  Subsidy  Ranges  of  the  ETTC 


Ratio  of  losses  to  pains 
Current  Law 
Policy  Proposal 


According  to  these  estimates,  some  9  or  10  times  as  much  output  is  expected  to  be  lost  because 
of  reduced  work  effort  in  the  phase-out  range  as  the  output  gained  through  increased  work  in  the 
subsidy  range.  Under  the  new  policy  proposal  the  estimated  output  loss  would  apparently 
outweigh  the  gain  by  a  multiple  of  about  20.  The  estimates  1  have  presented  could  be  improved 
in  a  number  of  ways.  However,  I  do  not  think  such  improvement  would  change  my  general 
conclusion  —  incentives  that  have  the  effect  of  discouraging  work  and  reducing  output  are  large 
in  relation  to  favorable  work  incentives  under  the  EITC  in  its  current  form,  and  this  imbalance 
would  be  exacerbated  under  its  proposed  expansion. 

Income  Redistribution  and  Work  Incentives 

What  conclusions  can  appropriately  be  drawn  on  the  basis  of  estimates  like  those 
presented  above?  The  design  of  policies  like  an  EITC  should  obviously  not  be  guided 
exclusively  by  its  impact  on  GDP,  because  distributional  considerations  are  important.  Neither 
should  its  impact  on  output  be  entirely  disregarded,  however.  Similarly  the  effects  of  an  EITC 
on  total  work  effort  is  only  one  consideration,  but  its  implications  for  work  incentives  should 
not  be  neglected  either.  It  should  also  be  recognized  that  the  estimates  I  have  presented  include 
only  married-couple  families  with  children.  Even  though  comparable  data  on  single-parent 
families  are  not  readily  available,  they  may  represent  a  larger  share  of  EITC  beneficiaries  than 
members  of  married-couple  families.  Estimates  I  have  seen  suggest  that  the  ratio  of  reductions 
in  working  hours  and  output  for  single-parent  families  compared  with  gains  in  the  lowest  part 
of  the  distribution  are  not  as  severe  as  for  members  of  married-couple  families.  Nevertheless, 
estimates  for  single-parent  families  also  indicate  more  of  them  with  incomes  in  the  phase-out 
range  than  in  the  subsidy  range,  and  the  same  work  incentive  principles  are  applicable  to  single- 
parent  families  as  to  married-couple  families. 

As  a  practical  matter,  of  course,  it  is  necessary  to  recognize  that  virtually  any  income 
transfer  program  tends  to  weaken  incentives  for  work  and  other  behaviors  that  reduce 
dependency.  The  relevant  question  then  is  whether  other  policies  to  transfer  additional  income 
to  the  poor  are  available  that  would  lead  to  a  more  favorable  balance  of  work  incentives  than  an 
expansive  EITC.  I  believe  it  is  possible  to  develop  more  promising  policy  combinations.  The 
key  to  developing  such  policies,  in  my  view,  is  to  consider  the  combined  effects  of  programs, 
to  examine  the  cumulative  effects  of  such  policies  on  marginal  incentives  to  work,  and  to  keep 
unfavorable  work  incentives  as  small  as  is  feasible  for  attaining  any  particular  distributional 
outcome.  The  combination  of  implicit  and  explicit  tax  rates  generated  by  programs  that  affect 
families  presumably  influence  work  incentives  at  the  margin,  and  examining  such  incentives  only 
on  a  program-by-program  basis  can  be  quite  misleading. 

The  relationship  between  tax  rates  in  the  personal  income  tax  schedule  and  the  EITC 
illustrates  the  importance  of  taking  into  account  the  effects  on  work  incentives  at  the  margin  of 
the  combination  of  policies  that  affect  families.  A  variety  of  specific  circumstances  of  particular 
families  influence  their  eligibility  for  the  EITC  and  the  income  level  at  which  they  must  begin 
paying  individual  income  taxes.  Apparently,  however,  under  the  new  proposals  many  eligible 
families  in  the  EITC  phase-out  range  would  also  have  income  subject  to  taxation  at  a  15  percent 
rate.  Families  in  these  circumstances  would  be  receiving  a  credit  that  partially  offsets,  and  in 
some  instances  more  than  offsets,   their  positive  income  tax  liability.      These  families. 
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nevertheless,  face  a  tax  rate  on  each  additional  dollar  they  earn  of  almost  29  percent.  That  is, 
the  marginal  rate  for  them  is  a  combination  of  the  explicit  rate  of  15  percent  and  the  implicit  rate 
of  13.75  percent  as  their  credit  under  the  EITC  is  withdrawn.  By  restructuring  tax  policy  it 
would  be  possible  to  almost  cut  in  half  the  total  rate  at  which  their  additional  earned  income  is 
taxed  at  the  margin.  This  could  be  accomplished  by  simply  increasing  the  standard  deduction 
or  personal  exemption  levels  enough  to  raise  after-tax  income  for  taxpayers  in  the  phase-out 
range  of  the  proposed  EITC.  This  would,  of  course,  mean  moving  the  EITC  phase-out  range 
down  toward  lower  incomes. 

Most  families  eligible  for  the  EITC  with  incomes  in  the  subsidy  range  are  already  eligible 
for  or  receive  income  support  under  one  or  more  means-tested  programs.  For  many  of  them, 
the  tax  credit  for  which  they  are  eligible  under  the  EITC,  in  combination  with  their  earned 
income,  is  too  small  by  itself  to  provide  adequate  income,  and  the  timing  of  the  credit  they 
receive  depends  on  the  uncertain  and  variable  timing  of  their  work,  with  many  receiving  a  lump- 
sum adjustment  after  the  close  of  the  tax  year.  I  believe  that  the  balance  should  be  shifted  back 
toward  relying  more  heavily  on  administration  through  income  transfer  programs  in  which  these 
families  are  already  beneficiaries  in  order  to  relieve  the  burden  of  adverse  work  incentive  effects 
under  a  large  and  costly  EITC  program. 

Placing  more  reliance  on  means-tested  income  transfer  programs  for  the  lowest  income 
families  and  raising  the  after-tax  income  of  families  with  taxable  income  by  reducing  their  tax 
liabilities  directly  instead  of  by  offsetting  such  tax  liabilities  through  the  EITC  focuses  attention 
on  families  with  incomes  between  these  ranges.  In  my  view  the  question  of  how  much  income 
support  they  should  be  provided  and  how  such  support  should  be  conditioned  on  other  potential 
sources  of  support  should  be  confronted  directly.  Although  administrative  procedures  should 
be  designed  to  encourage  self-sufficiency,  unfavorable  work  incentives  in  simple  economic  terms 
are  essentially  unavoidable  for  some  range  of  incomes  no  matter  what  formulas  are  considered 
for  phasing  out  an  EITC,  food  stamps,  rent  subsidies,  or  other  income-conditioned  transfers  in 
any  combination.  This  is  the  basic  reason  why  I  favor  keeping  EITC  rates  low  and  limiting 
eligibility  to  the  lower  part  of  the  income  distribution  to  keep  the  number  of  families  who 
experience  unfavorable  work  incentives  under  this  and  other  programs  relatively  small. 

Concluding  Comments 

I  believe  an  EITC  can  play  a  useful  part  as  an  element  of  tax  policy.  I  do  not  believe, 
however,  that  a  bigger  and  more  expansive  EITC  is  necessarily  always  better.  In  my  view,  an 
EITC  with  rates  and  income  ranges  roughly  in  line  with  those  that  prevailed  in  1990  and  earlier 
is  preferable  to  an  EITC  with  the  dimensions  of  current  law.  The  further  expansion  that  has 
been  proposed  would  be  another  major  step  toward  too  much  reliance  on  the  EITC  to  redistribute 
income  under  the  guise  of  improving  incentives  to  work,  even  though  the  available  evidence 
strongly  suggests  that  work  in  families  with  low  and  moderate  incomes  taken  together  would  be 
discouraged  and  output  reduced. 

Although  I  believe  expansion  of  rates  and  income  ranges  for  those  currently  eligible  for 
the  EITC  is  ill-advised,  some  aspects  of  the  new  policy  proposal  deserve  support.  First, 
elimination  of  supplemental  credits  under  current  law  is  desirable,  both  because  this  would 
eliminate  the  additional  increment  to  implicit  tax  rates  they  entail  and  because  this  would  help 
to  simplify  administration  in  a  program  that  has  become  excessively  complicated  for  families 
who  might  not  otherwise  find  it  necessary  to  engage  the  services  of  an  income  tax  consultant. 
Second,  I  favor  extension  of  eligibility  for  the  EITC  —  at  modest  rates  and  only  for  a  limited 
range  in  the  lowest  part  of  the  income  distribution  —  to  young  workers  without  dependents.  The 
main  reason  I  favor  this  expansion  of  eligibility  is  that  I  think  it  is  appropriate  to  shift  the 
balance  toward  policies  that  make  young  people  eligible  for  at  least  partial  participation  in  a 
program  that  provides  relief  from  federal  taxes  at  very  low  income  levels  before  they  fulfill 
qualifications  on  which  participation  is  now  contingent  —  responsibility  for  supporting 
dependents  with  too  little  income  to  provide  for  them  adequately. 
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Chairman  Rangel.  Thank  you,  Dr.  Kosters. 
Mr.  Greenstein. 

STATEMENT  OF  ROBERT  GREENSTEIN,  EXECUTIVE 
DIRECTOR,  CENTER  ON  BUDGET  AND  POLICY  PRIORITIES 

Mr.  Greenstein.  Thank  you,  Mr.  Chairman. 

I  am  going  to  focus  on  the  earned  income  credit,  an  issue  which 
I  think  takes  on  particular  importance  given  the  trend  going  back 
to  the  1970s  of  an  erosion  of  wages,  especially  for  low-skilled  jobs. 

Last  year,  a  census  study  found  that  the  proportion  of  full-time, 
year-round  workers  paid  wages  too  low  to  lift  a  family  of  four  to 
the  poverty  line  has  grown  by  half  just  since  1979.  By  1990,  nearly 
one  out  of  every  five  full-time,  year-round  workers  was  paid  a  wage 
too  low  to  lift  a  family  of  four  to  the  poverty  line. 

This  erosion  in  wages  has  been  accompanied  by  an  increase  in 
poverty  rates  for  working  families.  At  the  end  of  the  1970s,  fewer 
than  8  percent  of  families  with  children  in  which  the  family  head 
works  lived  below  the  poverty  line.  By  1991,  11.2  percent  did. 

Primarily  developments  in  the  private  economy  contributed  to 
these  erosions  in  wages,  but  some  public  sector  policies  contributed 
as  well.  For  example,  in  the  1970s,  the  minimum  wage  lifted  a  fam- 
ily of  three  to  the  poverty  line  if  a  worker  worked  full  time.  Today, 
if  you  work  full-time  year  round  at  the  minimum  wage,  you  will  be 
$2,700  below  the  poverty  line  for  a  family  of  three. 

Similarly,  we  have,  to  a  significant  degree,  eliminated  AFDC 
benefits  for  the  working  poor.  The  table  in  the  Green  Book  shows 
that  20  years  ago,  a  mother  with  two  children,  who  worked  and 
earned  wages  equal  to  three-quarters  of  the  poverty  line,  qualified 
for  AFDC  in  49  States.  Today  she  is  eligible  for  AFDC  in  only  five 
States.  And  even  after  we  add  in  the  earned  income  credit  and  food 
stamps,  it  turns  out  that  that  mother,  working  and  earning  three- 
quarters  of  the  poverty  line,  today  has  $3,000  less  in  disposable  in- 
come than  she  did  20  years  ago. 

This  increase  in  the  ranks  of  the  working  poor  poses  various 
problems.  If  full-time  work  fails  to  bring  a  worker  and  his  family 
or  her  family  out  of  poverty,  the  value  and  the  importance  of  work 
can  be  diminished,  and  other  ways  of  obtaining  resources  ranging 
from  public  assistance  to  minor  hustling  may  grow  more  attractive. 

Similarly,  the  inability  of  work  to  lift  many  families  out  of  pov- 
erty increases  child  poverty,  and  we  now  have  a  child  poverty  rate 
in  this  country  that  is  double  the  rate  in  Canada,  four  times  the 
average  in  Western  Europe. 

This  brings  us  to  the  administration  proposals  unveiled  this 
morning.  Those  proposals  appear  to  succeed  in  meeting  the  Presi- 
dent's stated  goal  that  a  family  of  four  with  a  full-time  worker 
should  be  brought  to  the  poverty  line.  Achieving  such  a  goal  is  of 
historic  importance,  and  achieving  that  goal,  it  would  seem  to  me, 
ought  to  be  something  that  is  not  a  partisan,  a  liberal  or  a  conserv- 
ative. Republican  or  a  Democratic  issue.  I  remember  that  4  or  5 
years  ago  a  Heritage  Foundation  publication  called  for  a  sufficient 
increase  in  the  earned  income  credit  so  that  a  full-time  working 
family  of  four  would  not  be  poor. 

As  you  may  know,  such  a  step  would  also  be  crucial  to  making 
welfare  reform  more  effective.  The  principal  examinations  of  wel- 


117 

fare-tx)-work  programs  find  that  even  successful  welfare  employ- 
ment programs  do  relatively  little  to  reduce  poverty  or  raise  family 
income,  because  families  typically  lose  nearly  as  much  in  welfare 
and  other  benefits  as  they  gain  in  earnings  from  a  low-wage  job. 
These  evaluations  have  often  noted  that  policy  changes  in  other 
areas  like  the  earned  income  credit  are  needed  if  work  is  to  raise 
family  income  and  enable  welfare  recipients  to  escape  poverty  by 
working. 

I  would  also  like  to  comment  briefly  on  the  administration's  pro- 
posal to  establish  a  new  small  EIC  for  childless  workers  with  in- 
comes below  $9,000.  The  credit  would  equal  7.65  percent  of  their 
first  $4,000  in  earnings.  I  believe  such  a  proposal  would  represent 
wise  policy.  In  seeking  to  encourage  work,  the  last  thing  we  should 
be  doing  is  taxing  the  working  poor  deeper  into  poverty,  and  that 
principle  should  apply  to  those  without  children,  as  well  as  those 
with  children. 

Currently  the  earned  income  credit  provides  working  parents 
with  an  offset  to  the  regressive  payroll  taxes  they  pay  if  they  are 
poor,  but  poor  workers  without  children  qualify  for  no  such  offset 
because  they  are  not  eligible  for  the  earned  income  credit,  and 
their  payroll  taxes  do  push  them  deeper  into  poverty.  Moreover,  for 
families  with  children,  they  do  not  begin  owing  income  tax  until 
their  income  exceeds  the  poverty  line.  But  for  single  filers,  they 
begin  owing  income  tax  when  their  earnings  are  $1,000  below  the 
poverty  line. 

The  administration's  EIC  proposal  would  address  both  of  these 
problems,  offsetting  the  payroll  tax  for  very  poor  workers  and  rais- 
ing the  point  at  which  they  begin  owing  income  tax  so  it  reaches 
the  poverty  line. 

I  would  also  just  note  briefly  that  one  of  the  previous  witnesses, 
Mr.  Wetzler,  talked  about  the  concern  that  those  with  Social  Secu- 
rity income  and  students  would  be  beneficiaries.  As  I  read  the  ad- 
ministration's proposal,  however,  it  is  limited  to  those  with  earn- 
ings. It  is  limited  to  those  22  and  over  and  not  claimed  as  depend- 
ents by  other  households.  So  it  seems  to  me  that  very  few  Social 
Security  recipients  and  not  that  many  students  would  qualify.  If 
you  are  concerned  about  graduate  students,  you  could  always  ex- 
clude them. 

He  noted  that  families  with  children  need  more.  I  would  agree. 
But  the  administration's  proposal  provides  an  average  benefit  of 
onW  $100  to  $200  for  the  workers  without  children. 

Finally,  the  last  thing  I  would  note  is  that  when  we  talk  about 
the  work  incentive  questions,  I  think  we  need  to  distinguish  those 
people  for  whom  the  EIC  has  a  positive  work  incentive  effect,  those 
working  little  or  not  at  all  who  we  want  to  get  into  the  labor  force, 
and  those  in  the  upper  range  for  the  EIC  for  whom  the  EIC  may 
encourage  somewhat  less  work.  Those  in  the  upper  range  are  pri- 
marily two-parent  families  with  children,  and  the  effect  here  is 
often  one  of  encouraging  the  second  earner  in  the  family  to  work 
a  little  less  and  spend  a  little  more  time  with  her  children. 

I  do  not  think  we  should  equate  those  two  effects.  What  we  really 
want  to  do  is  to  encourage  people  not  working  at  all  to  get  into  the 
labor  force.  The  administration's  proposal  would  do  this  much  more 
strongly  than  the  current  earned  income  credit  by  both  greatly  in- 
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creasing  the  credit  and  greatly  widening  the  difference  between  the 
positive  credit  in  the  low  end  of  the  range  and  the  phaseout  rate 
in  the  upper  end  of  the  range. 

This  is  the  last  point  I  will  make.  Under  current  law  when  fully 
phased  in,  you  have  a  23  to  25  percent  positive  credit  for  those 
with  low  earnings,  and  it  phases  out  at  16  to  18  percent  in  the 
upper  part  of  the  range.  The  phasein  and  phaseout  percentages 
thus  are  fairly  close  to  one  another. 

But  under  the  new  proposal,  the  administration's  proposal,  the 
positive  credit  rate  is  34  to  40  percent.  A  40  percent  wage  subsidy 
for  families  with  two  or  more  children  can  be  a  very  powerful  work 
incentive.  At  the  same  time,  the  phaseout  range  of  the  credit  for 
those  in  its  upper  range  would  be  about  the  same  as  current  law 
and  would  be  less  than  half  the  positive  credit  rate  at  the  bottom. 

In  short,  I  think  the  administration's  proposal  is  quite  well  de- 
signed and  should  increase  the  work  incentives  in  the  earned  in- 
come credit  while  substantially  reducing  povertv  and  rewarding 
work  among  those  not  working  or  working  little,  ii  at  all. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  ROBERT  GREENSTEIN 
Center  on  Budget  and  Policy  Priorities 

I  appreciate  the  invitation  to  testify  here  today.   I  am  Robert  Greenstein, 
executive  director  of  the  Center  on  Budget  and  Policy  Priorities. 

The  Center  is  a  non-profit  organization  that  conducts  research  and  analysis  on 
public  policies  affecting  low-  and  moderate-income  families.   Over  the  past  10  years, 
we  have  worked  extensively  on  issues  related  to  the  earned  income  credit  and  have 
published  numerous  reports  and  analyses  on  the  EITC. 

The  Center  also  coordinates  a  national  EITC  outreach  effort  that  involves  more 
than  6,000  national,  state,  and  local  organizations  and  agencies  and  provides 
information  to  working  families  on  the  EITC  and  the  requirements  for  filing  for  it. 
We  work  closely  on  this  endeavor,  now  in  its  fifth  year,  with  the  Internal  Revenue 
Service,  governors,  mayors,  the  United  Way  and  other  charitable  and  religious 
organizations,  state  human  services  agencies,  and  local  service  providers,  businesses, 
labor  unions,  and  co mm uruty -based  organization  and  advocacy  groups. 

My  testimony  here  today  concentrates  on  the  EITC.   It  begins  with  a  review  of 
conditions  facing  the  working  poor,  followed  by  a  discussion  of  recent  improvements 
in  the  EITC  and  the  need  for  further  reforms.   The  testimony  then  discusses  the 
Clinton  Administration's  EITC  proposals  as  well  as  other  EITC  improvements  that 
warrant  consideration. 


Background:   Increases  in  the  Ranks  of  the  Working  Poor 

Wages  in  the  United  States  have  been  eroding  since  the  1970s  and  have 
declined  most  sharply  for  low-skilled  jobs.   A  Census  Bureau  study  issued  last  May 
found  that  the  proportion  of  full-time,  year-round  workers  paid  wages  too  low  to  lift 
a  family  of  four  to  the  poverty  line  has  grown  by  half  since  1979.   In  1979,  slightly 
under  12  percent  of  full-time  workers  were  paid  wages  this  low.   In  1990,  some 
18  percent  of  full-time  workers  —  nearly  one  in  five  —  were  paid  this  little. 

The  downward  trend  in  wages  has  coincided  with  increases  in  poverty  rates 
among  working  families.   In  1979,  the  peak  year  of  the  economic  recovery  of  the 
1970s,  some  7.7  percent  of  fanulies  with  children  in  which  the  family  head  works 
lived  below  the  poverty  level.   In  1989,  the  peak  recovery  year  of  the  1980s,  some 
9.8  percent  of  such  families  were  poor.    By  1991,  the  poverty  rate  among  these 
families  rose  further  to  11.2  percent,  meaning  that  one  of  every  nine  such  families 
was  poor.   The  poverty  rate  among  families  with  children  in  which  the  family  head 
works  thus  was  nearly  50  percent  higher  in  1991  than  in  1979. 

These  trends  contrast  sharply  with  the  experience  of  the  1960s  and  1970s. 
During  the  1960s,  the  percentage  of  workers  who  were  poor  fell  considerably.   In  the 
1970s,  the  percentage  declined  further,  although  at  a  slower  pace. 

These  statistics  may  seem  of  limited  relevance  to  those  who  assume  that  most 
of  the  poor  do  not  work.  In  fact,  about  60  percent  of  all  poor  families  —  and  nearly 
two-thirds  of  all  poor  families  with  children  —  include  a  worker.  In  1991,  some 
15  million  people  lived  in  families  with  children  that  contained  a  worker.  A  majority 
of  these  families  contained  members  employed  for  eight  or  more  months  of  full-time 
work  during  the  year.  Some  5.5  million  people  lived  in  working  poor  families  with 
children  that  contained  a  member  employed  full-time  year-round. 

Earnings  data  tell  a  similar  story;  they  show  that  earnings  are  a  very 
significant  source  of  income  for  poor  families.   In  1991,  earnings  accounted  for 
60  percent  of  the  money  income  of  poor  two-parent  families  and  38  percent  of  the 
money  income  of  poor  female-headed  families.   Among  poor  individuals  under  age 
65  who  live  alone,  earnings  constituted  52  percent  of  income. 

The  working  poor  are  a  group  that  defies  stereotypes.   A  solid  majority  of  the 
working  poor  are  non-Hispanic  whites.   Most  are  between  the  ages  of  25  and  64.   The 
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working  poor  are  especially  prominent  in  rural  areas,  where  they  make  up  a  larger 
proportion  of  the  population  than  in  urban  areas.   Some  60  percent  of  the  working 
poor  have  completed  high  school.   Among  the  working  poor  who  are  employed  full- 
time  year-round,  a  majority  are  men,  while  women  make  up  the  majority  of  the  part- 
time  working  poor. 

The  downward  trend  in  wages  —  and  in  the  incomes  of  these  working  poor 
families  —  is  due  predominantly  to  developments  in  the  private  economy,  including 
international  competitive  pressures.   In  some  areas,  however,  government  policy 
appears  to  have  played  a  role.   The  minimum  wage  has  eroded  substantially  in 
recent  years.   During  the  1960s  and  1970s,  full-time,  year-round  work  at  the 
minimum  wage  usually  lifted  a  family  of  the  three  above  the  poverty  line.   In  1993, 
full-time  minimum  wage  earnings  fall  $2,700  —  or  23  percent  —  below  the  estimated 
three-person  poverty  line.   The  minimum  wage  is  currently  22  percent  below  its 
average  level  during  the  1970s,  after  adjusting  for  inflation. 

Sharp  reductions  in  AFDC  benefits  for  working  poor  families  also  have  had  an 
effect.   In  nearly  all  states,  AFDC  benefit  levels  and  income  eligibility  limits  have 
eroded  substantially  over  the  past  two  decades.   In  addition,  changes  in  AFDC 
enacted  in  the  early  1980s  eliminated  eligibility  for  many  working  poor  families.  ^ 

A  table  in  the  Green  Book  published  by  this  Committee  tells  an  interesting 
story.   It  shows  that  in  1972,  a  mother  with  two  children  who  worked  and  earned 
wages  equal  to  75  percent  of  the  poverty  line  qualified  for  some  AFDC  assistance  in 
49  states.   In  1980,  such  a  mother  was  eligible  for  AFDC  in  42  states.   But  in  1991,  a 
mother  earning  wages  equaling  75  percent  of  the  poverty  line,  about  what  full-time 
minimum  wage  work  now  pays,  qualified  for  AFDC  in  just  five  states. 

It  is  true,  of  course,  that  the  Earned  Income  Tax  Credit  was  expanded 
significantly  during  these  years.   Nevertheless,  many  working  poor  families  who 
used  to  qualify  for  AFDC  lost  more  in  AFDC  benefits  than  they  gained  in  EITC 
payments.   When  wages,  AFDC,  food  stamp,  and  EITC  benefits  are  added  together 
—  and  federal  income  and  payroll  taxes  are  subtracted  out  —  a  mother  with  two 
children  who  works  and  earns  wages  equal  to  75  percent  of  the  poverty  line  had 
$3,000  less  in  disposable  income  in  the  average  state  in  1991  then  she  would  have  had 
in  1972.   Even  if  the  EITC  increases  enacted  in  1990  had  been  fully  effective  in  1991, 
this  mother  still  would  have  had  $2,500  less  in  disposable  income  than  in  1972.' 


The  Increase  in  Poverty  Among  Working  Households  is  a  Problem 

This  increase  in  the  ranks  of  the  working  poor  poses  a  significant  problem.   It 
causes  more  poverty  among  children,  a  particular  concern  in  light  of  a  new  study 
suggesting  that  child  poverty  may  adversely  affect  child  intellectual  development.  In 
addition,  if  full-time  work  fails  to  bring  a  worker  and  his  or  her  femiily  out  of 
poverty,  the  value  and  important  of  work  may  be  diminished  —  and  other  ways  of 
obtaining  resources,  ranging  from  public  assistance  to  minor  hustling,  may  grow 
more  attractive.   In  short,  rather  than  diminish  the  importance  of  work  that  pays  low 
wages,  our  society  needs  to  promote  work,  stress  its  value,  and  show  that  those  who 
"play  by  the  rules"  and  work  hard  will  have  at  least  a  miriimally  adequate  standard 
of  living. 

These  problems  are  underscored  by  the  large  gap  in  child  poverty  between  the 
United  States  and  our  principal  western  European  competitors.   A  study  conducted 
by  a  distinguished  institutional  research  team  has  found  that  the  child  poverty  rate  in 
the  United  States  is  about  double  the  rate  in  Canada  and  four  times  the  average  in 


Much  of  the  preceding  section  is  based  on  a  forthcoming  Center  report. 
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Western  Europe.   This  should  cause  particular  concern,  especially  since  those  who  are 
children  today  will  constitute  the  workforce  of  tomorrow. 

The  findings  of  this  study  are  relevant  for  another  reason,  as  well.   When  the 
study's  researchers  attempted  to  discern  the  reasons  for  the  much  higher  poverty 
rates  in  the  United  States,  they  found  that  differences  in  work  effort,  race,  and  family 
structure  played  only  a  small  role.   Work  effort  among  those  who  were  poor  before 
receipt  of  government  benefits  was  similar  here  to  the  average  in  Western  Europe. 
Racial  factors  also  did  not  explain  these  differences;  poverty  rates  were  significantly 
higher  just  for  non-Hispanic  whites  in  the  United  States  than  for  the  entire 
populations  of  Canada  and  the  western  European  countries.   Nor  did  differences  in 
family  structure  explain  more  than  a  modest  share  of  the  large  differences  in  poverty 
rates. 

The  researchers  did,  however,  find  one  factor  that  accounted  for  most  of  the 
difference  in  poverty  rates.   They  discovered  that  the  single  most  important  factor 
explaining  the  higher  U.  S.  poverty  rates  was  much  weaker  government  benefit  and 
tax  credit  policies  here.   The  poverty  rate  before  taxes  and  government  benefits  was 
about  the  same  in  the  United  States  as  the  Western  European  average.   But  the 
poverty  rate  after  taxes  and  benefits  was  far  greater  here.   Government  income 
support  policies  lift  a  much  larger  proportion  of  families  out  of  poverty  in  Western 
Europe  and  Canada  than  in  the  United  States. 

These  findings  present  us  with  a  critical  challenge.   We  need  to  develop 
policies  that  avoid  the  pitfalls  of  the  current  welfare  system  and  that  lift  families  out 
of  poverty  while  promoting  rather  than  undercutting  basic  values  of  work  and 
personal  responsibility. 


The  Earned  Income  Credit 

The  earned  income  tax  credit  is  one  such  policy  and  is  very  different  from 
traditional  welfare  programs.    In  welfare,  families  without  earnings  receive  the  largest 
benefits  because  they  have  the  lowest  incomes.   Under  the  EITC,  those  without 
earnings  receive  no  benefits.   Similarly,  in  welfare,  benefits  decline  as  earnings  rise, 
which  can  discourage  work.   Under  the  EITC,  benefits  increase  as  earnings  rise  for 
families  that  earn  small  or  modest  amounts,  thereby  encouraging  work.    In  addition, 
in  welfare,  the  eligibility  rules  are  considerably  more  restrictive  for  two-parent 
families  than  for  single-parent  fannilies.   In  the  EITC,  no  such  differential  treatment 
exists.   For  such  reasons,  the  EITC  is  widely  considered  pro-work  and  pro-family  and 
has  strong  support  across  the  political  system,  despite  the  absence  of  any  lobby  or 
association  of  EITC  beneficiaries  or  tax  preparers  working  on  its  behalf. 

Major  progress  has  been  made  in  recent  years  in  improving  the  EITC,  in  no 
small  part  due  to  the  work  of  the  Ways  and  Means  Committee.   EITC  benefits  have 
been  made  significantly  larger.   Also,  a  differential  in  benefit  levels  has  been 
established  between  families  with  one  child  and  families  with  two  or  more  children. 
This  is  a  crucial  step.   Family  expenses,  the  poverty  line,  and  welfare  benefits  all  rise 
with  family  size.   But  wages  do  not.   As  a  result,  as  the  number  of  children  in  a  low- 
wage  working  family  grows,  the  family  is  more  likely  to  slip  below  the  poverty  line 
(or  to  fail  further  below  the  poverty  line).   In  addition,  work  becomes  less 
competitive  with  public  assistance  as  family  size  grows.   A  family  size  adjustment  in 
the  EITC  can  help  to  address  these  problems. 

Another  major  EITC  improvement  was  the  overhaul  and  removal  in  1990  of  a 
series  of  exceedingly  complex,  highly  technical  EITC  rules  that  few  families  could 
comprehend  and  the  IRS  could  not  eriforce  and  that  consequently  led  to  considerable 
error.   A  diligent  joint  effort  in  1990  by  staff  of  this  Committee,  the  Senate  Finance 
Committee,  the  IRS,  and  the  Treasury  Department  resolved  this  problem  and  cleaned 
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up  and  greatly  simplified  the  rules  for  qualifying  for  the  EITC.   In  addition,  the  IRS 
introduced  a  Schedule  EIC,  which  fanailies  now  must  complete  and  attach  to  their  tax 
retvu-n  to  receive  the  credit.   Prior  to  the  introduction  of  Schedule  EIC  in  1991,  some 
of  the  computations  and  data  needed  to  determine  EITC  eligibility  were  found  only 
in  taxpayer  worksheets  never  sent  to  the  IRS.   Now  that  information  appears  on 
Schedule  EIC;  this  provides  the  IRS  much  more  of  the  information  needed  to 
determine  EITC  eligibility  than  it  secured  in  the  past.   As  a  result  of  these  steps,  as 
well  as  other  measures  the  IRS  has  taken,  program  integrity  has  been  greatly 
enhanced. 

Some  Problems  Still  Remain 

Some  major  problems  remain,  however.   Further  EITC  reforms  are  needed. 
The  key  problems  include: 

•  EITC  benefits  still  are  much  too  low  to  lift  full-time  working  fanulies  to 
the  poverty  line.   A  family  of  four  with  full-time  minimum  wage 
earnings  will  be  $5,100  below  the  poverty  line  in  1993  when  its  wages  and 
EITC  benefits  are  counted  and  its  payroll  taxes  are  subtracted.   Even  if 
the  family  receives  food  stamp  benefits  and  these  benefits  are  counted 
as  income,  the  family  remains  $2,000  below  the  poverty  line. 

•  Two  EITC  supplemental  credits  that  were  written  into  the  tax  code  in 
1990  have  created  major  new  complexities  and  added  potential  for  error 
and  abuse;  they  serve  little  purpose.   I  am  referring  to  the  EITC  health 
insurance  credit  and  EITC  young  child  supplement.   The  health 
insurance  credit  was  the  subject  of  a  hearing  just  last  month  by  the 
Oversight  Subcommittee  of  this  Committee.   A  Subcoirunittee 
investigation  found  evidence  of  abuse  by  ii^urance  agents  and 
companies.   The  Ways  and  Means  Committee  and  the  full  House  have 
twice  voted  to  repeal  these  two  supplemental  credits  and  plow  the 
savings  back  into  enlargement  of  the  basic  EITC.   That  would  be  a  wise 
course  of  action. 

•  The  "advance  payment"  mechanism  under  which  eligible  families  can 
receive  EITC  benefits  throughout  the  year  in  their  paychecks  does  not 
function  effectively.   Few  EITC  families  receive  their  benefits  in  this 
manner. 

•  While  EITC  participation  has  risen  in  recent  years,  some  eligible  families 
still  do  not  receive  the  credit.  The  IRS  has  substantially  enhanced  its 
outreach  and  public  information  efforts  on  the  EITC  and  is  to  be 
conmiended  for  this  work.   But  some  further  steps  can  be  taken. 

•  One  of  the  initial  purposes  of  the  EITC  was  to  offset  the  regressive 
burden  of  the  payroll  tax  on  low-income  working  families  with  children. 
But  for  very  poor  workers  without  children,  there  is  no  offset  to  the 
payroll  tax. 


The  Clinton  Administration  EITC  Proposals 

In  his  State  of  the  Union  address  on  February  17,  President  Clinton  made  an 
important  announcement.   He  declared  his  strong  support  for  the  goal  that  full-time 
working  families  with  children  should  not  be  poor  and  emphasized  the  critical  role  of 
the  EITC  in  meeting  this  goal.   He  stated: 

"The  new  direction  I  propose  will  make  this  solemn,  simple 
commitment:  by  expanding  the  refundable  earned  income  tax  credit,  we 
will  make  history;  we  will  reward  the  work  of  millions  of  working  poor 
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Americans  by  realizing  the  principle  that  if  you  work  40  hours  a  week 
and  you've  got  a  child  in  the  house,  you  will  no  longer  be  in  poverty." 

The  Administration's  budget  document,  A  Vision  of  Change  for  America, 
provides  some  additional  iriformation,  noting  that  the  Administration's  EITC 
proposal  "will  assure  that  a  family  of  four  will  not  be  forced  to  live  in  poverty,  if  one 
of  the  parent  works  full-time  at  a  minimum  wage  job."  This  implies  that  the  EITC 
benefit  increment  for  families  with  two  or  more  children  will  be  substantially 
enlarged. 

While  the  details  of  the  Administration's  final  EITC  proposal  are  not  yet 
available  (I  hope  they  are  released  at  this  hearing),  these  statements  provide  some 
strong  clues  of  what  the  proposal  will  look  like.   It  apparently  will  involve  a 
sufficient  increase  in  the  EITC  to  bring  families  of  four  with  a  full-time  minimum 
wage  worker  to  the  poverty  line,  if  the  family  has  a  child.   That  would  be  an 
outstanding  achievement.   I  commend  the  Admirustration  for  it. 

Bringing  families  of  four  with  a  full-time  worker  to  the  poverty  line  should 
encourage  work  and  underscore  its  value  even  when  the  work  pays  a  low  wage. 
Such  a  step  would  be  crucial  to  making  welfare  reform  more  effective.   As  the 
Manpower  Demonstration  Research  Corporation,  the  organization  that  has  evaluated 
numerous  welfare-to-work  programs,  has  reported,  even  successful  welfare 
employment  programs  do  relatively  little  to  reduce  poverty  or  raise  family  income 
because  families  typically  lose  nearly  as  much  in  welfare  and  other  benefits  as  they 
gain  in  earnings  from  a  low-wage  job.   MDRC  has  indicated  that  policy  changes  in 
other  areas  such  as  the  EITC  are  needed  if  work  is  to  raise  family  income  and  enable 
welfare  recipients  to  escape  poverty  by  working. 

An  EITC  expansion  of  this  natiire  would  also  have  a  significant  effect  in 
reducing  poverty,  especially  among  children.   CBO  data  tabulations  published  in  the 
Green  Book  show  that  when  the  EITC  expansions  enacted  in  1990  are  phased  in  fully, 
they  will  lift  one  million  cfiildren  out  of  poverty.   The  new  EITC  expansions 
proposed  by  the  Clinton  Administration  are  likely  to  lift  many  more  children  from 
the  ranks  of  the  poor. 

Two  other  features  included  in  the  Administrahon's  original  EITC  design  that 
was  subsequently  pulled  back  and  modified  —  and  that  I  hope  remain  in  the  final 
Admirustration  proposal  —  also  warrant  discussion.   The  original  plan  would  have 
repealed  the  EITC  health  insurance  credit  and  the  EITC  young  child  supplement  and 
used  the  funds  to  help  firiance  the  expansion  in  basic  EITC  benefits.   Such  an 
approach  would  represent  sound  policy.   Since  this  Committee  has  already  approved 
such  an  approach  twice  in  the  past,  I  will  not  discuss  it  at  further  length  here. 

In  addition,  the  original  Administration  plan  would  have  established  a  new, 
small  EITC  for  childless  workers  with  income  below  $9,000.   That  credit  would  have 
equaled  7.65  percent  of  their  first  $4,000  in  earnings. 

The  establishment  of  such  a  credit  would  represent  wise  policy.   In  seeking  to 
encourage  work,  the  last  thing  we  should  be  doing  is  taxing  the  working  poor  deeper 
into  poverty.   Tliis  applies  to  poor  workers  without  children  as  well  as  those  with 
chilcGren  in  the  home. 

Currently,  the  EITC  provides  low-income  working  parents  with  an  offset  to  the 
regressive  payroll  taxes  they  pay.   Poor  workers  without  children  qualify  for  no  such 
offset,  however,  because  they  are  ineligible  for  the  EITC;  payroll  taxes  do  push  them 
deeper  into  poverty.   Moreover,  single  tax  filers  start  to  owe  federal  income  tax  on 
their  eanungs  when  those  earrungs  are  more  than  $1,000  below  the  poverty  line.   An 
EITC  proposal  such  as  that  in  the  Administration's  original  plan  would  address  both 
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of  these  problems,  offsetting  the  payroll  tax  and  raising  the  point  at  which  income 
taxes  begin  being  owed  so  that  this  point  is  about  at  the  poverty  line. 

Such  a  proposal  would  also  have  another  beneficial  effect.   It  would  shield 
these  very  poor  workers  from  having  their  poverty  deepened  by  the  proposed  energy 
tax. 

Of  course,  the  proposal  to  extend  the  EITC  to  workers  without  children  should 
not  be  confused  with  the  proposal  to  expand  the  EITC  for  families  that  do  have 
children.   Under  the  original  Admirustration  proposal,  the  new  EITC  for  workers 
without  children  was  very  small,  providing  a  maximum  benefit  of  $306  and  an 
average  benefit  of  between  $100  and  $200  —  a  small  fraction  of  the  EITC  benefits  for 
families  with  children.   The  proposal  for  childless  workers  was  best  understood  as  a 
proposal  to  shield  very  poor  workers  without  children  from  taxation,  rather  than  as  a 
proposal  to  raise  their  living  standards  or  lift  them  out  of  poverty,  as  would  be  done 
for  families  with  children. 


Additional  EITC  Reforms  Could  be  Considered 

Based  on  what  I  know  to  date  about  the  Admiriistration's  EITC  proposal,  I 
would  urge  favorable  corisideration  of  it.   I  hope  to  be  able  to  comment  further  on 
the  proposal  at  the  hearing  if  additional  details  about  it  become  available  during  the 
hearing. 

In  addition  to  the  various  changes  in  EITC  benefit  rules  and  eligibility  criteria 
that  the  Administration  is  proposing,  several  other  modest  EITC  reforms  could  also 
be  considered.  These  reforms  are  designed  to  make  progress  on  two  other  fronts  — 
increasing  the  proportion  of  eligible  families  that  receive  the  credit  and  improving  the 
functioning  of  the  EITC  advance  payment  mechanism  so  that  more  families  receive 
their  EITC  benefits  in  their  regular  paychecks. 

Regarding  steps  that  could  be  taken  to  increase  receipt  of  the  EITC  by  eligible 
households,  I  would  suggest  three  modest  steps.   Two  of  these  three  steps  would 
require  legislation.  The  three  recommendahons,  which  grow  out  of  the  Center's  EITC 
public  information  efforts,  are  as  follows: 

•  Under  current  law,  employers  are  required  to  provide  an  IRS-designed 
notice  about  the  EITC  to  workers  whose  wages  were  so  low  that  they 
had  no  income  tax  withheld  from  their  paychecks  during  the  year.  The 
notice  is  distributed  around  the  time  that  W-2  forms  are  distributed. 
This  requirement  was  enacted  in  1986  at  a  time  when  all  that  an  eligible 
family  had  to  do  to  obtain  the  EIC  was  to  file  a  tax  return.   The 
provision  targeted  workers  who  had  no  income  tax  withheld  because 
they  are  less  likely  than  other  ElC-eligible  families  to  file  a  tax  return. 

Since  the  time  when  the  current  notification  provision  was  enacted, 
however,  the  requirement  to  file  Schedule  EIC  has  been  added.  We 
suggest  the  notification  requirement  be  broadened  so  that  the  notice  is 
provided  to  all  workers  with  gross  wages  below  the  EITC  income  limits. 
We  also  reconunend  that  IRS  modify  the  wording  of  the  notice  to 
explain  the  need  to  file  Schedule  EIC  as  well  as  the  requirement  to  file  a 
tax  return. 

•  Our  second  suggestion  would  resolve  a  technical  problem  in  legislation 
passed  last  summer  and  would  better  enable  states  to  inform 
unemployed  workers  about  the  EIC.   Early  last  year,  several  states 
concluded  that  the  most  effective  way  to  get  information  about  the  EITC 
to  workers  who  received  some  unemployment  insurance  benefits  during 
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the  year  was  to  include  an  EIC  notice  with  the  1099-G  forms  that  are 
sent  each  January,  (The  1099-G  form  shows  the  total  amount  of 
unemployment  benefits  an  individual  received  in  the  previous  year.) 
But  under  the  law  as  it  stood  in  early  1992,  a  state  that  included  non- 
germane  information  in  an  unemployment  insurance-related  mailing 
was  required  to  reimburse  the  Labor  Department  for  half  the  mailing 
cost,  even  if  the  added  information  did  not  raise  the  cost  of  postage. 

A  modification  to  this  rule  —  permitting  states  to  send  EIC  information 
at  no  charge  with  1099-G  forms  so  long  as  it  did  not  raise  the  cost  of 
postage  —  was  included  in  unemployment  legislation  enacted  last  July. 
But,  as  it  turned  out,  some  states  send  their  1099-G  forms  in  so  called 
"self-mailers"   and  cannot  enclose  additional  paper  with  such  mailings. 
For  these  states,  the  next  most  efficient  way  to  tell  unemployed  workers 
about  the  EIC  is  to  include  an  EIC  notice  with  a  monthly  unemployment 
check.   Unfortunately,  the  legislation  enacted  in  July  did  not  apply  to 
the  mailing  of  unemployment  checks;  it  only  covered  1099-G  mailings. 
This  occurred  because  the  problem  with  1099-G  self-mailers  was  not 
understood  at  the  time.   Therefore,  we  suggest  that  the  legislation 
be  modified  to  allow  states  to  send  EIC  information  with  any 
unemployment  insurance-related  mailing,  including  monthly 
unemployment  checks,  so  long  as  it  does  not  raise  the  cost  of  postage. 

A  third  suggestion  could  be  implemented  administratively.   IRS  could 
consider  establishing  a  toll-free  hotline  to  help  callers  locate  their  nearest 
VITA  site.   (VITA  sites  are  established  by  IRS  and  staffed  by  trained 
volunteers  who  offer  free  tax  assistance  to  low-income  filers.)   This 
hotline  would  be  separate  from  the  regular  IRS  hotline. 
Currently,  taxpayers  who  want  to  find  the  location  of  their  nearest  VITA 
site  must  call  the  IRS'  basic  toll-free  assistance  number,  which  is  often 
clogged  with  callers  seeking  other  tax  information.   Operators  at  the 
VITA  hotline  would  not  have  to  be  tax  experts;  they  would  need  only  to 
explain  what  VITA  does  and  to  provide  the  address  and  phone  number 
of  a  VITA  site  in  the  caller's  area.   Moreover,  the  VITA  hotline  could  be 
relatively  inexpensive  since  it  would  only  need  to  operate  three  months 
a  year,  the  months  that  VITA  sites  are  open. 


Advance  Payments 

One  of  the  most  significant  areas  where  improvement  is  needed  is  in  the 
"advance  payment"  system,  under  which  eligible  workers  can  receive  their  EITC 
benefits  in  their  regxilar  paychecks.   Fewer  than  one  percent  of  EITC  families  now 
receive  their  EITC  benefits  in  this  manner. 

Several  options  might  be  explored.   First,  as  the  GAO  has  recommended,  the 
IRS  could  send  information  about  the  advance  payment  option,  along  with  a  copy  of 
the  W-5  form  (the  form  that  employees  submit  to  employers  to  receive  advance 
payments),  to  all  filers  receiving  EITC  refund  checks.   That  one  step  could 
substantially  increase  knowledge  about  the  EITC  advance  payment  option  and  should 
lead  to  some  increased  use  of  it. 

Second,  the  rules  governing  the  amount  of  a  family's  EITC  benefit  available 
through  the  advance  payment  mechanism  could  be  changed.  Some  families  may  be 
reluctant  to  use  the  advance  payment  option  because  they  wish  to  receive  a  refund  at 
the  end  of  the  year.   Moreover,  if  a  family  receives  advance  payments  but  turns  out 
ultimately  to  be  eligible  for  a  smaller  EITC  benefit  because  of  a  year-end  bonus,  a 
spouse  finding  a  job,  or  some  other  reason,  the  family  can  owe  a  significant  amount 
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back  at  the  end  of  the  year.  That,  too,  can  discourage  use  of  the  advance  payment 
system,  while  also  creating  difficulties  for  the  IRS. 

As  a  result,  we  suggest  that  consideration  be  given  to  setting  the  advance 
payment  amount  at  some  percentage  of  the  full  EITC  benefit  for  which  a  worker 
would  appear  to  qualify.   The  advance  payment  level  could  be  set  at  somewhere 
between  50  percent  and  75  percent  of  the  aimual  EITC  benefit  for  which  a  worker 
would  qualify.   That  would  enable  workers  still  to  receive  refunds  at  the  end  of  the 
year  and  would  significantly  lessen  the  chances  that  they  would  owe  money  back  at 
year-end.   In  conjunction  with  such  an  approach,  we  would  suggest  that  there  be 
separate  parts  of  the  advance  payment  table,  with  different  advance  payment  benefit 
amounts,  depending  on  whether  the  worker  had  one  child  or  two  or  more  children. 

Finally,  we  would  suggest  that  work  be  undertaken  to  ascertain  if,  over  the 
longer  term,  there  are  ways  to  deliver  advance  payments  benefits  that  do  not  require 
the  involvement  of  employers.   Some  employers  are  reluctant  to  provide  this  service. 
Some  employees  are  apparently  reluctant  to  ask  their  employer  to  perform  it.   As 
earrungs  data  become  increasingly  automated,  perhaps  some  mechanism  can  be 
found  for  the  government  to  make  EITC  payments  to  eligible  families  at  regular 
intervals.   This  matter  deserves  study. 


A  Final  Note:  Modification  of  Assets  Rules 

I  would  like  to  raise  one  final  point.  With  EIC  benefits  rising,  assets  rules  for 
AFDC  and  food  stamps  need  some  modification.  At  present,  EITC  benefits  are 
excluded  from  being  counted  as  assets  in  these  programs  only  in  the  month  the 
benefits  are  received  and  the  following  month.   As  EITC  benefits  grow,  this  will 
increasingly  become  a  problem.   Some  faniilies  will  face  the  choice  of  spending  part 
of  their  EITC  payment  very  rapidly  or  losing  benefits  such  as  food  stamps  (and  in 
some  cases,  AFDC  and  Medicaid). 

There  are  several  possible  ways  to  address  this  problem.   For  example,  under 
rules  goveriung  the  SSI  program,  a  beneficiary  who  meets  the  SSI  asset  test  and  then 
receives  an  SSI  retroactive  lump-sum  payment  (covering  the  months  his  or  her 
application  was  being  processed)  is  not  disqualified  if  the  lump-sum  payment  would 
bring  his  or  her  assets  above  the  assets  limit.   Instead,  the  assets  limit  for  such  a 
beneficiary  is  suspended  for  six  months.   One  possibility  would  be  to  use  this 
approach  for  EITC  payments  received  by  families  already  enrolled  in  the  food  stamp 
and  AFDC  programs.   The  assets  limits  for  these  families  could  be  suspended  for  six 
months.   A  provision  of  tfiis  nature  could  be  used  in  combination  with  a  provision 
such  as  that  included  in  H.R.  11  last  year  which  allowed  AFDC  families  to 
accumulate  assets  in  excess  of  the  program's  regular  assets  limit  if  the  additional 
assets  were  set  aside  for  a  designated  and  approved  purpose,  such  as  self- 
employment,  education,  homeownership,  or  moving  to  a  new  home. 

That  concludes  my  testimony.   I  appreciate  the  opportunity  to  testify  here 
today. 
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Chairman  Rangel.  Thank  you,  Mr.  Greenstein.  We  also  thank 
you  for  your  support  and  the  work  you  have  given  to  the  adminis- 
tration to  reach  this  point,  the  work  that  you  have  done  over  the 
years  without  a  receptive  administration,  and  the  fact  that  we  can 
still  count  on  you  to  affect  the  proposals  in  front  of  us. 

Before  I  ask  the  members  if  they  want  to  inquire,  let  us  do  some 
housekeeping. 

Those  bells  that  you  have  just  heard  mean  that  we  are  going  to 
have  to  go  to  the  floor,  and  we  are  going  to  have  a  series  of  votes, 
a  series  of  5-minute  votes.  It  is  going  to  take  at  least  40  minutes. 

When  this  panel  is  released,  we  will  not  be  coming  back  here 
until  1:45.  So  for  the  second  and  third  panels — for  the  last  and  next 
to  last  panels  rather,  we  are  sorry  for  the  inconvenience,  but  it  is 
the  business  of  the  floor  that  forces  us  to  do  this.  So  when  we  come 
back,  we  will  start  with  the  last  and  the  next  to  the  last  panels. 

Mr.  Matsui. 

Acting  Chairman  Matsui.  Thank  you,  Mr.  Chairman. 

I  will  be  very  brief,  because  I  know  we  have  a  few  minutes,  and 
I  do  not  think  we  want  to  keep  this  panel. 

I  would  like  to  just  ask  you.  Bob,  a  question.  Maybe  you  can  put 
it  in  writing  if  you  feel  that  you  need  more  time  with  it,  but  has 
the  outreach  program  on  the  EITC  been  effective  and  sufficient? 

I  just  found  out  that  this  document  that  we  were  shown  by  the 
IRS  folks  is  just  really  a  very  new  effort  on  their  part,  and  so  it 
probably  has  not  even  been  tested  yet. 

Could  you  give  me  some  ideas  on  that?  And  then  maybe  what  we 
can  do  about  it  and  maybe,  again,  you  may  have  to 

Mr.  Greenstein.  As  you  know,  our  center  has  been  coordinating 
an  outreach  effort  on  the  earned  income  credit  for  5  years.  In  the 
last  several  years,  the  IRS  has  become  increasingly  active.  They 
have  put  a  lot  of  effort  into  it.  They  have  had  those  materials  out 
for  a  couple  of  years,  and  we  have  been  pleased  with  their  re- 
sponse. 

I  do  think,  however,  that  more  can  be  done,  and  in  my  written 
testimony,  I  have  several  specific  ideas — some  are  administrative; 
some  are  legislative — for  additional  steps  that  could  be  taken  in  the 
outreach  area.  We  also  have  more  detail  than  the  testimony  con- 
tains on  those  particular  proposals,  and  I  will  be  happy  to  provide 
that. 

Chairman  Rangel.  Mr.  Hancock. 

Mr.  Hancock.  Thank  you,  Mr.  Chairman. 

Just  a  real  quick  question  to  Dr.  Kosters.  Do  you  agree  with  Mr. 
Greenstein  that  it  is  mostly  two-parent  families  in  the  phaseout 
range  and  single  parents  in  the  incentive  range  of  the  earned  in- 
come tax  credit;  do  you  agree  with  that? 

Mr.  Kosters.  Congressman  Hancock.  I  present  in  my  prepared 
statement  data  on  married-couple  families  with  children.  There  are 
substantial  numbers  of  wives  working  throughout  the  income 
range,  with  larger  proportions  at  work  as  you  move  up  the  income 
scale.  I  do  not  have  data  readily  available  to  me  on  single-parent 
families.  So  I  do  not  know  exactly  how  single-parent  families  would 
compare. 

I  think,  though,  that  there  is  a  question  as  to  why  it  is  much 
more  valuable  lor  second  members  of  a  two-parent  family  to  stay 
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at  home  with  children  in  an  income  range  between  $10,000  and 
$20,000  than  it  is  at  a  lower  income  range.  I  think  caring  for  chil- 
dren is  valuable  in  any  case,  but  I  think  that  it  is  most  appropriate 
to  let  parents  decide  on  that  kind  of  question. 

But  we  should  try  to  avoid  facing  them  with  the  kind  of  tax  rate 
that  the  people  in  the  upper  part  of  the  phaseout  range  would  face, 
which  is  the  15  percent  bracket  in  the  regular  personal  income  tax, 
and  about  20  percent  more  in  addition  under  the  new  earned  in- 
come tax  credit  proposal  for  a  total  of  about  35  percent. 

Mr.  Hancock.  In  your  statement — and  I  have  not  read  it  in  de- 
tail— ^but  you  were  talking  about  from  zero  to  $8,000,  and  then 
someplace  in  there,  that  individual  or  that  family  loses  Medicaid 
and  other  benefits.  They  are  phased  out  as  earnings  increase. 
Around  $8,000;  at  $8,001  say,  you  lose  $3,000  to  $4,000  worth  of 
medical  benefits  on  a  family  of  four.  Am  I  correct  on  that? 

Anyway,  you  have  got  to  go  a  long  ways  to  make  that  up  real 
quickly  between  that  $8,000  and  $13,000  brackets,  and  that  would 
work  out  that  way,  would  it  not? 

Mr.  KOSTERS.  Well,  I  do  not  discuss  this  in  any  detail  in  my  pre- 
pared statement.  However,  it  certainly  is  the  case  that  in  addition 
to  whatever  effective  tax  rate  incentives  are  present  in  a  combina- 
tion of  the  regular  personal  income  tax  and  the  earned  income 
credit,  we  also  need  to  take  into  account  the  incentive  effects  of 
withdrawal  of  many  of  the  other  programs,  from  Medicaid  to  food 
stamps  to  other  programs.  The  combination  of  those  phasing  out 
can  create  very  serious  work  disincentives.  The  highest  marginal 
effective  tax  rates  in  the  whole  income  distribution  are  probably 
applicable  to  people  who  are  poor  or  near  poor. 

Mr.  Hancock.  Thank  you. 

Chairman  Rangel.  Thank  you.  I  thank  the  panel,  and  I  will  look 
forward  to  continue  working  with  you.  The  committee  stands  in  re- 
cess until  1:50. 

[Recess.] 

Chairman  Rangel.  These  hearings  will  resume,  and  the  next 
panel  will  be  Stephen  Holt,  Congress  for  a  Working  America; 
Charles  Sullivan,  director  of  the  Citizens  United  for  Rehabilitation 
of  Errants;  Robert  Brabham,  psychologist,  South  Carolina;  from  the 
Children's  Rights  Council  and  Vermonters  for  Stronger  Families, 
Laurie  Casey,  policy  analyst. 

I  apologize  for  the  delay.  We  are  ready  to  go  back  to  business. 
Your  statements,  without  objection,  will  be  entered  into  the  record. 
And  we  will  start  with  Stephen  Holt. 

STATEMENT  OF  STEPHEN  D.  HOLT,  ACTING  DIRECTOR, 
CONGRESS  FOR  A  WORKING  AMERICA,  INC.,  MILWAUKEE,  WIS. 

Mr.  Holt.  Thank  you,  Mr.  Chairman. 

I  want  to  highlight  a  few  points  from  my  written  testimony,  fo- 
cusing my  remarks  on  advance  payment  of  the  earned  income  cred- 
it. 

As  you  heard  again  this  morning,  very  few  eligible  workers  take 
advantage  of  the  advance  payment  option  of  the  EIC,  and  I  want 
you  to  know  that  this  is  not  simply  due  to  a  lack  of  awareness  of 
the  credit  and  of  that  option.  That  many  employers  and  employees 
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do  not  know  about  advance  payment  is  certainly  important,  but  it 
does  not  explain  the  problem. 

In  Milwaukee,  since  1989,  we  have  promoted  the  advance  pay- 
ment option  aggressively  as  part  of  our  earned  income  credit  out- 
reach, and  we  have  found  employers  to  be  generally  supportive  and 
cooperative.  We  have  even  had  employers  who  have  taken  strong 
initiative  in  identifying  potentially  eligible  employees,  explaining  to 
them  the  advance  payment  option,  explaining  to  them  how  tney 
can  go  about  getting  it,  and  even  in  these  cases  most  workers  de- 
cline to  participate. 

Why?  Because  the  advance  payment  system,  as  it  is  currently 
configured,  is  basically  flawed.  Unless  we  can  make  improvements 
in  advance  payment,  we  are  never  going  to  really  achieve  the  anti- 
poverty,  prowork  aims  that  we  have  for  the  earned  income  credit. 

The  most  basic  problem  is  one  problem  that  is  usually  not  di- 
rectly apparent  to  recipients  of  the  earned  income  credit,  but  it  is 
something  that  is  of  indirect  and  still  very  real  concern  to  them. 
It  is  the  fact  that  the  way  in  which  we  calculate  advance  payment 
is  inherently  flawed,  because  it  is  different  from  the  way  that  we 
calculate  the  earned  income  credit.  And  for  the  worker  considering 
advance  payment,  this  is  usually  manifested  in  the  fear  that  they 
express  to  us:  "I  am  going  to  owe  money  back  at  the  end  of  the 
year." 

This  problem  cannot  be  solved  very  easily  either.  Currently  an 
employer  has  no  way  of  knowing  what  someone's  earnings  for  the 
entire  year  are  going  to  be  at  the  time  they  make  an  advance.  They 
do  not  know  what  a  person's  earnings  from  another  job  might  be, 
even  if  that  job  has  been  a  past  job,  and  certainly  it  is  much  worse 
if  it  is  a  job  that  they  are  holding  at  the  same  time.  They  do  not 
know  what  other  earnings  might  be  coming  from  a  spouse. 

All  of  those  will  significantly  affect  what  someone  should  get  in 
terms  of  earned  income  credit.  However,  the  employer  will  not  be 
able  to  include  any  of  that  in  calculating  what  the  person  gets  in 
terms  of  their  advance. 

We  have  got  to  have  better  information  available  to  employers  or 
to  some  other  entity  about  an  individual's  or  a  couple's  earnings  in 
order  to  make  an  accurate  earnings  supplement,  and  that  is  going 
to  require  far-reaching  and  long-term  reforms.  Congress  for  a 
Working  America,  working  with  business  leaders,  government  lead- 
ers, and  recipients  in  the  community,  has  come  up  with  some  ideas 
on  how  to  approach  those  reforms.  Obviously  we  do  not  have  time 
to  go  into  any  detail  about  those  now.  What  I  want  to  emphasize 
is  the  necessity  of  addressing  this  inherent  underlying  problem  in 
the  advance  payment  system. 

At  the  same  time,  we  can  make  some  quick  and  relatively  easy 
reforms  that  will  dramatically  increase  the  attractiveness  of  this 
participation  option  for  eligible  families. 

Most  important  is  something  we  call  the  50  percent  option. 
Today,  a  worker  looking  at  whether  he  or  she  wants  to  take  ad- 
vance payment  has  only  two  options:  zero  percent — in  other  words, 
not  taking  anything  in  advance — or  100  percent. 

Given  the  real  concerns  that  people  have  about  owing  money 
back  at  the  end  of  the  year  and  the  even  more  often  expressed  de- 
sire— that  we  also  heard  echoed  this  morning — of  wanting  to  get 
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money  back  at  the  end  of  the  year  in  some  kind  of  a  refund,  most 
workers  choose  the  zero  percent  option.  They  choose  not  to  receive 
anything  in  advance.  And  I  do  not  think  that  is  the  policy  result 
that  you  on  this  committee  want  to  see,  because  that  deemphasizes 
the  earnings  supplement  aspect  of  the  earned  income  credit.  It 
turns  it  more  into  a  benefit  program  where  you  get  a  check  once 
a  year,  and  that  is  really  not  the  kind  of  prowork  incentive  that 
I  think  you  want  to  focus  on. 

With  the  50  percent  option,  it  will  lessen  people's  concerns  about 
getting  too  much  money,  and  it  will  also  give  them  a  chance  to  get 
a  tax  refund  at  the  end  of  the  year.  Then  we  can  look  at  other  im- 
provements in  increasing  awareness. 

One  idea  we  have  had  is  to  combine  the  W-4  and  W-5  forms  into 
a  single  tax-planning  document,  so  that  as  you  look  at  how  many 
withholdings  you  want,  you  would  also  look  at  that  time  about 
whether  you  are  eligible  for  and  whether  you  would  like  to  receive 
advance  payment. 

And  we  also  think  that  the  IRS  nationally  should  follow  the  lead 
of  our  Milwaukee  District  of  the  IRS — and  also  some  of  the  sugges- 
tions of  the  GAO — and  more  aggressively  and  creatively  promote 
the  advance  pajrment  option. 

Thank  you. 

[The  prepared  statement  and  attachments  follow:! 


131 


•  *  • 


Conrreas  For  ■  Working  America.  In 


736  North  6th  Street,  Milwaukee,  Wisconsin  53203 


Phone:(414)226-6200    FAX:  (414)  22^^210 


Testimony  of 
STEPHEN  D.  HOLT 
Acting  Director 

to  the 

SUBCOMMITTEE  ON  SELECT  REVENUE  MEASUKES 

and  the 

SUBCOMMITTEE  ON  HUMAN  RESOURCES 

COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 

March  30,  1993 

Thank  you.  Chairman  Rangel  and  Chairman  Matsui  and  other 
Subcommittee  members,  for  the  opportunity  to  appear  before  you 
today.  On  behalf  of  Congress  For  a  Working  America,  Inc.  (CFWA) , 
I  appreciate  being  able  to  speak  on  the  subject  of  how  our  current 
tax  laws  provide  work  incentives  for  low-income  families  and  help 
create  alternatives  to  welfare.  My  remarks  will  focus  on  the 
Earned  Income  Credit  (EIC) .   Specifically,  I  want  to  highlight: 

1)  CFWA '8  experience  promoting  the  EIC  in  Milwaukee; 

2)  suggested  enhancements  of  the  EIC;   and 

3)  most  importantly,  needed  improvements  in  the  Advance 
Payment  option. 

CONGRESS  FOR  A  WORKING  AMERICA 

CFWA  is  a  Milwaukee-based  non-profit  organization  that  works 
to  ensure  that  everyone  has  the  opportunity  to  work  at  a  decent, 
productive  job.  CFWA  actively  promotes  the  EIC  as  a  way  to  help 
increase  the  decency  of  low-wage  jobs.  In  tandem  with  a  higher 
minimum  wage,  the  EIC  can  fulfill  the  community's  obligation  to 
ensure  that  those  who  work  are  not  poor. 

THE  MILWAUKEE  EIC  CAMPAIGN 

CFWA  coordinates  the  Milwaukee  EIC  Campaign.  The  Campaign  is 
a  joint  effort  with  the  Greater  Milwaukee  Committee  (a  private- 
sector  civic  group  of  business,  labor,  and  educational  leaders)  and 
the  City  of  Milwaukee,  in  close  cooperation  with  the  Milwaukee 
District  of  the  Internal  Revenue  Service.  Begun  in  1989  at  the 
initiative  of  Milwaukee  Mayor  John  Norquist,  the  Campaign  works  to 
improve  use  of  the  federal  and  Wisconsin  Earned  Income  Credits  by 
Milwaukee-area  low-wage  working  families. 

The  Milwaukee  EIC  Campaign  is  a  broad-based  effort  designed  to 
reach  eligible  working  parents  through  direct  marketing,  community 
institutions,  and  employers.  The  Campaign  uses  television  and 
radio  public  service  announcements,  ads  on  Milwaukee  County  buses, 
bulletin  board  flyers,  and  mailings  to  targeted  groups.  CFWA 
manages  joint  promotional  programs  with  employers,  child  care 
providers,  unions,  schools,  and  community  organizations. 

The  Milwaukee  EIC  Campaign  is  part  of  an  informal  national 
network  of  local  outreach  efforts  coordinated  by  the  Center  on 
Budget  and  Policy  Priorities  here  in  Washington.  The  Center 
distributes  high-quality  promotional  materials,  assists  in  local 
campaign  design,  and  serves  as  a  clearinghouse  for  ideas.  With  the 
leadership  of  the  Center  on  Budget  and  Policy  Priorities,  awareness 
of  the  EIC  has  increased  dramatically  among  low-wage  working 
families  across  the  country. 
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ENHANCING  THE  EIC 

We  applaud  President  Clinton's  announced  intention  to  expand 
the  EIC  so  that  workers  in  the  United  States  will  not  be  poor. 
Although  we  do  not  yet  know  the  details  of  the  President's 
proposals,  we  support  the  broad  outlines  that  have  been  publicized. 
I  urge  you  to  support  the  President's  plan  for  EIC  expansion  and 
simplification  as  it  moves  through  the  Congress. 

Our  experience  indicates  that  you  should  advance  the  following 
changes  in  the  federal  EIC  to  increase  the  work  incentives  for  low- 
income  families  and  promote  economic  self-sufficiency. 

REPEAL  THE  YOUNG  CHILD  AND  HEALTH  INSURANCE  SUPPLEMENTAL 
CREDITS.  Neither  of  these  supplemental  credits  provides  sufficient 
funds  to  achieve  its  stated  purpose.  There  is  also  not  clear 
consensus  about  the  policy  goals  underlying  these  credits. 

Moreover,  the  existence  of  these  supplemental  credits  has 
unreasoneibly  complicated  the  process  of  filing  for  the  basic  EIC. 
One  of  the  chief  merits  of  the  EIC  has  been  its  administrative 
simplicity.  The  calculations  eligible  families  must  now  use 
constitute  an  unnecessary  barrier  to  participation.  The  Milwaukee 
EIC  Campaign  has  had  to  devote  considerable  effort  in  the  last  two 
years  to  recruiting  volunteers  who  can  help  families  calculate 
their  credits  and  file  accurate  returns.  There  is  no  justification 
for  continuing  this  complexity. 

ELIMINATE  SCHEDULE  EIC.  The  IRS  developed  Schedule  EIC  in 
response  to  the  changes  Congress  enacted  in  the  EIC  in  1990, 
principally  the  young  child  and  health  insurance  supplemental 
credits.  Once  these  credits  are  repealed,  Congress  should  ask  the 
IRS  to  eliminate  the  separate  EIC  form. 

In  our  view,  the  only  residual  purpose  of  Schedule  EIC  after 
repeal  of  the  supplemental  credits  would  be  reporting  of 
information  eUaout  non-dependent  qualifying  children.  The  IRS 
should  allow  faunilies  to  list  these  children  in  the  dependents 
section  of  Form  1040  or  1040A  and  to  check  a  box  indicating  that 
they  are  being  listed  for  purposes  of  the  EIC  only. 

Eliminating  Schedule  EIC  would  greatly  simplify  the  process 
for  obtaining  EIC  benefits,  encouraging  more  families  to  take 
advantage  of  the  credits  they  have  earned. 

INCREASE  THE  BASIC  EIC.  The  EIC  should  ensure  that  those  who 
work  are  not  poor.  Specifically,  the  EIC  should  make  up  the 
difference  between  full-time,  year-round  earnings  at  the  minimum 
wage  and  zUaove-poverty  income.  This  requires  a  significant 
increase  in  the  credit  percentages  for  families  with  two  or  more 
children. 

CREATE  A  HIGHER  CREDIT  RATE  FOR  FAMILIES  WITH  THREE  OR  MORE 
CHILDREN.  The  principle  of  bridging  the  gap  between  earnings  and 
poverty  requires  attention  to  the  added  living  expenses  of  larger 
families.  Wisconsin  recognizes  this  in  its  unique  state  EIC. 
Wisconsin's  credit,  calculated  as  a  variable  percentage  of  the 
federal  EIC,  gives  families  with  three  or  more  children  a  benefit 
three  times  that  of  feunilies  with  two  children  and  fifteen  times 
that  of  one-child  households.  The  federal  government  should  follow 
Wisconsin's  lead  and  create  a  new  credit  rate  for  larger  families. 

'  LENGTHEN  THE  PHASE-OUT  OF  THE  EIC,  EXPANDING  ELIGIBILITY  TO 
FAMILIES  WITH  HIGHER  LEVELS  OF  INCOME.  In  any  benefit  program 
targeted  at  families  with  low  incomes,  an  inherent  complication  is 
the  disincentive  created  by  the  phase-out  of  benefits.  As  the 
federal  government's  principal  tool  of  providing  work  incentives, 
the  EIC  should  not  be  phased  out  so  quickly  that  families  receive 
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little  return  from  working  more  hours  or  at  higher  wages.  Phasing 
out  the  credit  at  an  annual  income  of  $28,000  to  $30,000  would 
significantly  reduce  the  high  marginal  effective  tax  rates  that 
will  otherwise  result  from  credit  expansion. 

A  lengthened  phase-out  would  have  the  added  benefit  of  making 
additional  families  beneficiaries.  This  is  important  for  two 
reasons.  First,  most  families  with  annual  incomes  between  $23,000 
and  $30,000  are  struggling  economically.  They  work  hard  but  find 
it  increasingly  difficult  to  support  themselves.  Second,  these 
families  are  a  powerful  constituency  of  support  for  the  EIC  and  its 
underlying  principles;  extending  benefits  to  them  strengthens  the 
program . 

THE  ADVANCE  PAYMENT  OPTION  -  PROBLEMS 

We  can  be  most  helpful  to  your  subcommittees  and  other  policy 
makers  with  respect  to  improvements  in  the  Advance  Payment  option 
of  the  EIC. 

Through  the  Milwaukee  EIC  Campaign,  CFWA  is  the  national 
leader  in  promoting  Advance  Payment.  We  conduct  year-round 
outreach  aimed  at  increasing  participation  in  this  woefully 
underutilized  progreun.  This  experience  makes  us  acutely  aware  of 
the  shortcomings  of  Advance  Payment  and  knowledgeable  about  how  it 
can  be  improved. 

About  a  year  ago,  CFWA  convened  a  work  group  representing 
large  and  small  employers,  government,  and  EIC  recipients.  This 
work  group  evaluated  the  Advance  Payment  program,  identified  key 
problems,  and  made  suggestions  for  both  immediate  and  long-range 
changes.  A  list  of  the  members  of  the  work  group  appears  at  the 
end  of  my  remarks  as  Appendix  A.  My  statement  today  reflects  the 
conclusions  of  this  group. 

The  Advance  Payment  option  enables  eligible  families  to 
receive  their  EIC  benefits  from  their  employers  throughout  the 
year.  Workers  initiate  Advance  Payment  by  filing  IRS  Form  W-5  with 
their  employers.  In  1993,  an  employee  can  receive  as  much  as  $120 
in  additional  disposeible  income  each  month.  However,  the  best 
estimate  availeible  is  that  fewer  than  1  in  200  EIC  recipients 
choose  the  Advance  Payment  option. 

We  have  identified  three  principal  reasons  for  low 
participation  in  Advance  Payment:  1)  lack  of  awareness  among 
eligible  feunilies  and  employers;  2)  an  inflexible  payment 
structure;   and  3)  an  inaccurate  method  of  calculating  benefits. 

LACK  OF  AWARENESS  —  Even  those  who  currently  receive  the  EIC 
are  unaware  of  the  Advance  Payment  option.  Almost  all  publicity 
for  the  EIC  focuses  on  receiving  benefits  at  year-end  through  the 
tax  return.  Many  groups  involved  in  EIC  outreach  have  been 
reluctant  to  promote  Advance  Payment  because  of  problems  inherent 
in  the  current  system. 

Many  employers  are  also  not  aware  of  Advance  Payment.  The  IRS 
has  made  little  effort  to  inform  employees  about  it.  Employers  who 
do  know  id>out  Advance  Payment  are  often  confused  eJDout  their 
responsibilities  and  liabilities.  A  key  problem  appears  to  be  lack 
of  clarity  in  the  instructions  provided  in  Circular  E,  the 
Employer's  Tauc  Guide. 

I  want  to  note  that,  contrary  to  what  many  believe,  employers 
are  generally  receptive  and  willing  to  fulfill  their  Advance 
Payment  obligations.  Some  Milwaukee  businesses  are  in  fact 
aggressive  promoters  of  this  benefit  to  their  workforce. 
Unf ortxinately ,  because  of  the  other  problems  with  Advance  Payment, 
several  have  found  little  receptivity  among  their  employees. 
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INFLEXIBLE  PAYMENT  STRUCTURE  —  The  most  commonly  cited  reason 
for  not  taking  advantage  of  Advance  Payment  is  a  desire  to  receive 
a  large  tax  refund.  The  only  choice  currently  available  to  EIC 
recipients  is  all-or-nothing:  100%  Advance  Payment,  or  100%  at 
year-end.  Coloring  this  choice  is  the  possibility  of  receiving  too 
much  in  advance  and  incurring  a  repayment  obligation.  It  is  not 
unreasoneible  for  most  families  to  pick  the  large  refund,  even 
though  many  desperately  need  additional  cash  throughout  the  year. 

INACCURATE  BENEFIT  CALCULATION  —  The  data  upon  which  Advance 
Payment  is  calculated  —  current  period  earnings  of  one  wage-earner 
from  one  employer  —  are  in  many  cases  an  inaccurate  predictor  of 
the  total  annual  EIC  for  which  a  household  will  be  entitled. 

Inaccurate  computation  places  low-wage  families  at  risk  of 
being  overpaid  and  owing  money  back  to  the  IRS  at  year-end. 
Uncertainty  about  potential  overpayment  discourages  use  of  the 
advance  payment  option  (either  at  the  taxpayer's  own  initiative  or 
at  the  urging  of  tax  preparers,  case  workers,  etc.). 

Three  situations  put  workers  at  particular  risk:  income 
variability,  multiple  employers,  and  couples  in  which  both  work. 
An  outline  of  these  problems,  together  with  specific  examples, 
appears  as  Appendix  B  at  the  end  of  these  remarks. 

THE  ADVANCE  PAYMENT  OPTION  -  SOLUTIONS 

CREATE  A  NEW  50%  ADVANCE  PAYMENT  OPTION.  Participants  should 
be  able  to  choose  either  the  full  Advance  Payment  or  one-half  of 
that  amount.  This  election  can  be  included  on  Form  W-5.  A  new 
column  in  the  Advance  Payment  tables  in  Circular  E  would  indicate 
the  50%  amount  to  be  advanced  with  each  paycheck. 

This  change  would  dramatically  increase  use  of  Advance 
Payment.  Families  would  be  able  to  have  additional  money  each 
month  for  everyday  living  expenses  and  still  receive  a  year-end  tax 
refund.  Other  taxpayers  have  flexibility  in  savings  through 
withholding;  EIC  recipients  should  have  greater  choice,  too. 

This  change  also  provides  a  cushion  against  overpayment  risks. 
Even  without  other  changes  in  Advance  Payment  calculation,  more 
feunilies  could  receive  benefits  throughout  the  year  without  fear  of 
owing  money  back  to  the  IRS  at  the  end  of  the  year. 

COMBINE  FORMS  W-4  AND  W-5.  Wbrkers  use  Form  H-4  to  set  the 
number  of  withholding  allowances.  It  is  intended  to  be  a  basic  tax 
planning  tool.  The  decision  to  receive  Advance  Payment  should  be 
part  of  this  planning. 

More  importantly,  a  combined  form  would  greatly  increase 
awareness  of  the  Advance  Payment  option.  It  would  ensure  that 
Advance  Payment  information  is  presented  to  all  new  employees  and 
to  continuing  employees  who  have  had  a  change  in  family 
circumstances . 

The  new  combined  W-4/W-5  should  include  greatly  expanded 
instructions.  These  should  include  easily  understood  examples  of 
how  Advance  Payment  works,  cautionary  notes  regarding  persons  for 
whom  the  current  benefit  calculation  system  does  not  work,  and 
attractive  graphics  consistent  with  general  market  EIC  promotion. 

MAKE  THE  FULL  BASIC  CREDIT  AVAILABLE  THROUGH  ADVANCE  PAYMENT. 

At  present,  only  the  basic  credit  amount  for  families  with  one 
child  is  available  through  Advance  Payment.  Given  the  small 
differential  between  this  amount  and  the  higher  credit  for  families 
with  two  or  more  children,  this  does  not  present  a  problem. 
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However,  if  the  EIC  is  expanded  as  it  should  be  for  larger 
families,  these  families  will  miss  out  on  much  of  the  benefit 
unless  there  is  a  change  in  Advance  Payment. 

This  change  could  be  achieved  through  Form  W-5  (or  the  new 
combined  form)  by  adding  a  line  for  number  of  qualifying  children. 
This  would  follow  the  approach  used  now  for  setting  withholding 
allowances.  There  would  also  need  to  be  revisions  in  the  Advance 
Payment  tables  provided  to  employers  in  Circular  E. 

REQUIRE  GREATER  PROMOTION  OF  ADVANCE  PAYMENT  BY  THE  IRS. 
Improvements  could  include  sending  Advance  Payment  information  to 
all  persons  who  filed  for  the  EIC  in  the  prior  year  (perhaps  with 
refund  checks) ,  redesigning  Form  W-2  or  creating  a  new  notice  to 
fulfill  the  current  statutory  notice  requirement  for  employees  who 
do  not  have  income  tax  withheld,  and  revisions  in  Circular  E 
(examples  of  how  to  advance  the  credit,  greater  detail  on  the 
process  of  financing  advances  through  federal  tax  deposits,  and 
clearer  statements  of  employer  responsibilities  and  liabilities) . 

EXAMINE  LONG-TERM  IMPROVEMENTS  IN  ADVANCE  PAYMENT.  The  worst 
problems  with  the  current  Advance  Payment  approach  —  those 
involving  benefit  calculation  errors  —  are  not  remediable  without 
much  more  far-reaching  changes.  Employers  do  not  have  access  to 
the  wage  information  they  need  in  order  to  make  accurate 
calculations.  Perhaps  the  wage  reporting  system  should  change  to 
take  greater  advantage  of  electronic  data  transfer  and  storage 
technology.  Perhaps  employers  should  play  a  reduced  role,  with 
disbursement  and  even  benefit  calculation  handled  by  a  service 
bureau,  the  IRS,  or  the  Social  Security  Administration.  Perhaps 
electronic  fund  transfers  to  eligible  families  should  become  the 
primary  means  of  payment. 

Achieving  the  objectives  of  the  EIC,  and  the  work  incentive 
objectives  you  are  considering  here  today,  will  require  an  improved 
Advance  Payment  system  that  delivers  funds  into  families'  pockets 
throughout  the  year.  We  must  ultimately  make  significant  changes 
in  our  approach  to  Advance  Payment.  This  requires  intensive  study 
as  well  as  the  input  of  a  wide  range  of  individuals  and  groups. 
Congress  should  undertake  a  thorough  examination  of  these  issues. 
You  should  also  ask  the  Clinton  Administration  to  recognize  the 
importance  and  urgency  of  this  problem  by  instituting  its  own 
review  of  potential  improvements. 

To  conclude,  I  want  to  reaffirm  the  value  of  the  EIC  as  an 
anti-poverty  tool  that  encourages  work  and  provides  a  real 
alternative  to  other  options  such  as  welfare.  Proposed  expansions 
of  the  EIC  will  help  ensure  that  work  does  pay  for  all  Americans. 
But  truly  realizing  the  promise  of  the  EIC  will  require  attention 
to  the  current  Advance  Payment  option.  Families  must  have  a 
reasoneUsle  opportunity  to  receive  their  earnings  supplements 
throughout  the  year.  I  urge  you  to  adopt  the  recommendations  I 
have  outlined  today. 

Thank  you  again  for  this  opportunity  to  share  CFWA's 
experiences  and  ideas. 
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APPENDIX  B 


BENEFIT  CALCULATION  PROBLEMS 

Income  Variabilitv  —  The  most  obvious  problem  with  the 
current  computation  method  involves  fluctuations  in  an  employee's 
earnings  over  the  course  of  the  year.  Because  the  credit  earned  is 
constant  at  annual  incomes  of  $7,750  to  $12,200  and  then  phases  out 
at  higher  incomes,  earnings  in  different  pay  periods  may  vary  the 
eunount  advanced.  Yet  these  variations,  because  they  do  not  relate 
directly  to  cumulative  or  expected  annual  earnings,  may  have  no 
relationship  with  the  actual  EIC  due  at  year-end. 

In  many  cases,  fluctuating  income  will  not  cause  any  hardship. 
For  instance,  a  minimum-wage  worker  whose  hours  vary  between  full- 
time  and  part-time  will  receive  advances  approximating  the  correct 
EIC  benefit. 


Problems  arise  when  income  Increases  during  the  year.  These 
higher  earnings  will  progressively  reduce  the  EIC  due.  Although 
the  euDount  advanced  will  also  decrease,  prior  large  advances  may 
create  a  repayment  liztbility. 
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The  situation  is  seen  most  clearly  in  an  extreme  example. 
Suppose  a  person  works  full-time  for  the  first  six  months  of  the 
year  for  $6.00  an  hour.  Having  filed  a  Form  W-5  on  January  1,  she 
will  receive  about  $104  a  month  in  Advance  Payment.  On  July  1,  she 
takes  a  new  position  paying  $16.00  an  hour.  Her  Advance  Payment 
will  stop,  because  she  is  now  earning  at  a  rate  higher  than  the 
annual  EIC  income  ceiling.  An  ugly  surprise  awaits  this  worker  at 
year-end : 

Annual  earnings:  $22,880 

Advance  Payment  received:  $698 

Actual  EIC  benefit  for  year  (one  child) :            $23 

REPAYMENT  LIABILITY  TO  IRS:  $675 

Although  this  individual  is  no  longer  low-income,  the 
repayment  will  likely  be  a  significant  hardship.  The  inaccurate 
Advance  Payment  calculation  operates  as  a  penalty  for  success.  The 
risk  that  unforeseen  future  events  may  transform  the  Advance 
Payment  from  a  benefit  to  a  burden  makes  many  workers  reluctant  to 
take  advantage  of  it. 

Multiple  Employers  —  A  greater  problem  involves  individuals 
who  work  more  than  one  job  concurrently.  It  arises  not  from 
multiple  advance  payments,  but  from  receiving  a  single  advance 
based  on  understated  earnings:  the  employer  making  advance 
payments  cannot  include  any  other  wages  in  the  Advance  Payment 
calculation. 

For  a  person  earning  less  than  $7,750  in  her  primary  job, 
understated  earnings  could  result  in  underpayment.  However,  for 
most  persons,  it  will  cause  overpayment.  This  is  due  to  the  phase- 
out  structure  of  the  credit,  which  reduces  the  EIC  benefit  when 
earnings  rise  above  $12,200. 

The  following  examples  are  instructive.  In  each  case,  the 
employee  files  Form  W-5  for  Job  1.  Each  is  a  single-parent  family 
with  one  child.  Each  assumes  constant  earnings  year-round; 
fluctuations  could  introduce  additional  benefit  calculation  errors: 

EXAMPLE  #1:  Job  1  is  full-time  at  minimum  wage  ($4.25  an 
hour).   Job  2  is  half-time  at  minimum  wage. 

Total  earnings:  $13,260 

Advance  Payment  received:  $1,427 

Actual  EIC  benefit  for  year:  $1,294 

REPAYMENT  LIABILITY  TO  IRS:  $134 

EXAMPLE  #2:  Job  1  is  full-time  at  $7.00  an  hour.  Job  2  is 
half-time  at  minimum  wage. 

Total  earnings:  $18,980 

Advance  Payment  received:  $1,121 

Actual  EIC  benefit  for  year:  $538 

REPAYMENT  LIABILITY  TO  IRS:  $583 

EXAMPLE  #3:  Job  1  is  three-quarters  time  at  $8.00  an  hour. 
Job  2  is  half-time  at  $8.00  an  hour. 

Total  earnings:  $20,800 

Advance  Payment  received:  $1,396 

Actual  EIC  benefit  for  year:  $298 

REPAYMENT  LIABILITY  TO  IRS:  $1,098 

In  each  of  these  cases,  the  employee  would  have  been  in 
compliance  with  the  instructions  for  Form  W-5.  She  would  have  no 
indication  of  the  overpayment  problem  until  she  filed  her  tax 
return. 
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Married.  Both  Working  —  By  following  current  Advance  Payment 
guidelines,  households  with  married  parents  who  are  each  working 
can  easily  receive  overpayment  of  EIC  benefits  and  bear  a 
substantial  repayment  obligation  at  year-end. 

As  with  a  person  working  multiple  jobs,  the  problem  arises 
from  the  phase-out  structure  of  the  credit.  Household  earnings 
above  $12,200  reduce  the  EIC  benefit.  Even  though  the  combined 
income  of  working  spouses  will  often  push  household  earnings  above 
this  level,  the  Advance  Payment  calculation  base  (earnings  of  the 
recipient  spouse  only)  cannot  account  for  it. 

The  special  table  used  when  both  spouses  file  a  W-5  mitigates 
the  problem,  because  it  starts  phasing  out  the  Advance  Payment  at 
a  lower  earnings  level.  But  it  assumes  that  each  spouse  is 
receiving  the  same  wages.  When  there  is  a  significant 
differential,  the  special  table  fails  to  provide  an  accurate 
advance . 

The  most  egregious  problem  is  treating  a  two-earner  household 
with  one  W-5  filer  as  if  it  is  a  single-earner  household.  By 
generating  a  full  advance  based  on  the  filer's  income  only,  this 
approach  will  usually  result  in  overpayment.  It  is  possible  for  a 
family  to  receive  the  maximum  Advance  Payment  when  they  actually 
qualify  for  only  a  small  benefit. 

The  following  examples  illustrate  the  problem  (in  each  case, 
the  family  has  one  qualifying  child) : 

EXAMPLE  #1:  Parent  1  working  full-time  at  minimum  wage  ($4.25 
an  hour),  and  Parent  2  working  half-time  at  minimum  wage.  Annual 
earnings:   $13,260.   Actual  EIC  due  (basic  credit):   $1,294. 

If  both  file  a  W-5,  they  will  be  due  $236  at  year-end. 
If  only  Parent  1  files  a  W-5,  they  will  owe  back  $134. 
If  only  Parent  2  files  a  W-5,  they  will  be  due  $476. 

EXAMPLE  #2:  Parent  1  working  full-time  at  $6.00  an  hour,  and 
Parent  #2  working  half-time  at  minimum  wage.  Annual  earnings: 
$16,-900.   Actual  EIC  due:   $813. 

If  both  file  a  W-5,  they  will  be  due  $107. 

If  only  Parent  1  files  a  W-5,  they  will  owe  back  $583. 

If  only  Parent  2  files  a  W-5,  they  will  owe  back  $5. 

EXAMPLE  #3:  Parent  1  working  full-time  at  $6.00  an  hour,  and 
Parent  2  working  full-time  at  minimum  wage.  Annual  earnings: 
$21,320.   Actual  EIC  due:   $229. 

If  both  file  a  W-5,  they  will  owe  back  $122. 

If  only  Parent  1  files  a  W-5,  they  will  owe  back  $1,167. 

If  only  Parent  2  files  a  W-5,  they  will  owe  back  $1,198. 

EXAMPLE  #4:  Parent  1  working  full-time  at  $8.00  an  hour,  and 
Parent  2  working  half-time  at  $4.75  an  hour.  Annual  earnings: 
$21,580.   Actual  EIC  due:   $195. 

If  both  file  a  W-5,  they  will  owe  back  $511. 

If  only  Parent  1  files  a  W-5,  they  will  owe  back  $652. 

If  only  Parent  2  files  a  w-5,  they  will  owe  back  $719. 

Each  of  these  cases  assumes  year-round,  constant  earnings. 
Again,  varieUsle  earnings  can  exacerbate  the  problem  by  introducing 
additional  benefit  calculation  errors. 
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Chairman  Rangel.  Thank  you,  Mr.  Holt. 
Mr.  Sullivan. 

STATEMENT  OF  CHARLES  SULLIVAN,  EXECUTIVE  DIRECTOR, 
CITIZENS  UNITED  FOR  REHABILITATION  OF  ERRANTS  (CURE) 

Mr.  Sullivan.  Yes,  Mr.  Chairman,  thank  you.  You  have  my 
statement,  and  I  will  just  make,  if  I  could,  a  couple  of  points. 

First  of  all,  the  TJTC  is  more  crucial  now  for  ex-prisoners  than 
ever  before,  because  in  the  last  12  years,  starting  back  with  the 
Son  of  Sam  incident  where  I  think  this  very  committee  removed 
Veteran's  benefits  and  Social  Security  benefits  from  prisoners, 
there  is  really  less  money  today  in  rehabilitation,  and  also  there 
are  less  rehabilitative  programs  and  release  programs  for  ex-pris- 
oners. 

So  it  is  very,  very  crucial  that  the  targeted  jobs  tax  credit  main- 
tain its  existence. 

However,  it  has  been  my  experience — and  I  do  not  have  any  re- 
search on  this,  but  just  20  years  of  experience  in  prison  work — that 
really  there  needs  to  be  a  substantial  increase  in  outreach.  And 
where  there  is  outreach,  the  credit  has  been  very  successful  with 
ex-prisoners. 

A  good  example  is  the  Texas  Employment  Commission,  which 
now  even  has  videos  that  they  give  to  prisoners  at  each  one  of  the 
units  about  how  to  use  fully  the  targeted  jobs  tax  credit.  I  think 
that  in  the  renewing  of  the  credit  that  we  must  mandate  that  there 
has  got  to  be  outreach,  and  also  this  outreach  should  include  those 
who  are  certifying  the  credit. 

I  know  employers  who  have  prisoners  on  work  release,  and  they 
cannot  receive  certification  for  the  targeted  jobs  tax  credit.  There 
has  been  a  technical  determination  by  the  Department  of  Labor 
that  work  releases  do  qualify  for  the  credit.  And  yet,  I  know  per- 
sonally employers  that  cannot  receive  certification. 

Let  me  say,  too,  with  outreach,  it  would  cost  less  than  $15,  I 
think,  to  write  a  letter  to  every  Governor  in  the  country  and  say 
this  committee  suggests  that  every  prisoner  that  leaves  prison  has 
within  their  hands  information  on  the  credit.  To  me,  it  seems  like 
States  now  are  finding  out  ways  to  plug  into  Federal  moneys  and 
they  would  jump  at  this  opportunity. 

But  the  problem  is  that  corrections  is  very  busy;  we  have  given 
corrections  a  lot  of  headaches,  and  so  this  is  just  one  more  head- 
ache, but  unless  you  prioritize  it,  vou  are  going  to  find  probably 
only  10  percent  of  the  prisoners  tnat  actually  are  released  from 
prison  probably  know  about  the  credit. 

We  have  a  homeless  shelter  that  is  downstairs  where  our  office 
is.  I  went  down  and  asked  them  last  week  if  they  had  ever  heard 
of  the  credit,  and  they  have  been  doing  this  work  for  10  or  12 
years,  and  they  said  thev  had  never  heard  of  it.  And  they  receive 
prisoners  daily.  They  haa  never  even  heard  of  it. 

So  there  has  got  to  be  a  substantial  increase  in  outreach.  And  I 
do  not  think  necessarily  it  has  to  be  on  television.  It  has  to  go  to 
the  very  spot  where  they  are  released.  That  is  where,  when  a  per- 
son is  leaving,  in  Spanish  as  well  as  in  English,  we  have  got  to  ex- 
plain it  fully  to  them,  and  when  I  say  fully,  I  mean  the  details  of 
it.  Although  I  think  it  certainly  is  very,  very  important  for  those 
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who  do  receive  the  information,  we  could  increase,  I  would  think, 
tenfold  the  use  of  the  credit  by  ex-prisoners. 

And  let  me  just  say  with  the  EITC  that  it  is  something  that  is 
almost  in  the  thinking  stage — but  I  do  not  see  why  we  could  not 
begin  to  look  at  prisoners  who  work  in  prison  being  eligible  for  the 
credit  when  they  are  released.  The  problem,  even  with  the  targeted 
jobs  tax  credit,  is,  when  a  person  is  released  from  prison,  they  need 
money  in  their  hands  not  tomorrow,  but  today  when  they  are  re- 
leased. And  there  really  is  not  anything.  As  you  well  know,  they 
are  very,  very  poor  release  programs  where  they  are  given  a  few 
dollars,  maybe  the  clothes  on  their  back,  et  cetera.  But  if  they  are 
working  in  prison,  why  can  they  not  qualify  for  the  credit? 

And  then  when  they  are  released,  they  could  use  that  money.  I 
realize  it  is  in  an  area  that  I  really  do  not  know  that  much  about, 
but  I  do  not  know  why  they  could  not  receive  the  EITC  if  they  are 
working  for  the  State.  I  think  the  States  would  support  this,  be- 
cause they  are  realizing  that  unless  we  begin  to  give  money  to  peo- 
ple at  the  gate  they  are  going  to  be  returning.  We  are  looking  at 
a  70-percent  return  rate,  as  you  well  know,  and  a  lot  of  returns  are 
because  they  do  not  have  any  money  when  they  are  released. 

It  takes  5  days  to  be  processed  for  food  stamps  in  this  city.  And 
talking  to  people  in  this  homeless  shelter,  what  people  do,  they  go 
around  and  they  eat  at  the  various  homeless  shelters  until  they  get 
the  food  stamps.  And  that  is  all  the  money  they  have. 

So  it  seems  like  if  we  could  begin  to  at  least  do  some  thinking 
on  using  the  EITC  for  prisoners  who  are  working — they  may  not 
be  being  paid  very  much,  but  they  are  working  and  working  to  ben- 
efit the  State,  that  they  could  qualify  as  well  for  the  EITC. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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CITIZENS  UNITED  FOR  REHABILITATION  OF  ERRANTS 

"A  Niiiornl  tllon  to  Reduce  Crime  Through  Criminji  lustict  Relorm" 
TESTIMONY   AND    STATEMENT   OF   CHARLES   SULLIVAN,   EXECUTIVE 
DIRECTOR  OF  CITIZENS   UNITED   FOR   REHABILITATION   OF  ERRANTS 
(CURE),  A  NATIONAL  PRISON  REFORM  ORGANIZATION 

The  targeted  jobs  tax  credit  is  an  excellent  program  for 
those  being  released  from  prison,  but  there  must  be  a 
substantial  increase  in  outreach  to  this  population. 

In  fact,  TJTC  can  be  the  only  "plank"  available  to  keep 
ex-convicts  "afloat".  It  could  be  the  one  hope  in  a 
correctional  policy  that  has  become  a  formula  for  increasing 
failure  and  recidivism.  With  rare  exceptions,  states  today 
are  providing  fewer  rehabilitative  programs,  and  prisoners 
have  less  money  "to  make  it"  when  discharged. 

The  major  reason  for  this  neglect  of  rehabilitation  is 
that  there  has  been  a  staggering  increase  in  incarceration 
and  prison  construction.  Funds  once  used  for  correctional 
education  and  job  training  are  now  being  used  for  brick  and 
mortar.  Many  classrooms  in  prison  ate  now  being  utilized  to 
house  inmates. 

This  is  also  the  reason  why  release  programs  are  "drying 
up".  Politics  has  played  a  role  too  in  reducing  "help"  for 
the  prisoner  and  ex-prisoner.  Pre-release  furloughs  to  allow 
a  prisoner  to  find  employment  have  drastically  been 
curtailed  since  the  1988  presidential  race. 

Democrats,  too,  have  been  involved  in  this  prisoner 
bashing.  President  Jimmy  Carter  and  a  Democratic  Congress  cut 
out  social  security  and  veteran  benefits  for  the  incarcerated 
in  the  same  year,  by  the  way,  that  amnesty  was  given  to  those 
who  went  to  Canada. 

Recently,  Congress  passed  an  amendment  to  a  crime  bill 
that  federal  benefits  could  be  taken  away  from  those 
convicted  of  drug  crimes.  Last  year.  Congress  limited  Pell 
Grant  eligibility  for  prisoners.  Although  the  House  voted 
nine  to  one  to  eliminate  all  grants  to  prisoners.  Sen. 
Claiborne  Pell  was  able  to  save  most  of  the  program. 

have  less   money  at   the  gate  because 

the  last   few  years,   what  I  call  the 

now   pay   a   fine   in   New   York  for 

20%  is  taken  by  the  Iowa  prisons  for 

processing"  money  that  is  placed  in  the  inmate's  account. 

Families  of  prisoners  are  not  immune  and  hundreds  of 
dollars  were  made  by  states  last  year  from 
n  inmate  collect  calls.  Fines,  restitution, 
charges  for  parole  supervision  (as  ironically 
parole  and  parole  services  are  d isappear ing ) --the  prisoner  is 
tempted  to  steal  to  pay  his  or  her  bills!  If  TJTC  was 
refundable,  it  would  probably  be  taken  away  from  the  ex- 
prisoner  through  these  so-called  "felon  taxes". 

Thus,  renewal  of  the  TJTC  Is  more  crucial  now  than  ever 
before.  And,  since  half  of  these  prisoners  are  under  25, 
there  must  be  restoration  of  eligibility  of  the  23-24  year 
old  economically  disadvantaged  youth. 

But,  please  along  with  renewing  TJTC  and  restoring  23-24 
year  olds  mandate  that  the  U.S.  Department  of  Labor  begin  a 
very  aggressive  and  continuous  educational  campaign  in  both 
english  and  Spanish  to  make  exprisoners  aware  of  how  to  fully 
use  the  credit.  I  would  not  be  surprised  if,  in  the  past, 
only  10%  of  the  eligible  exprisoners  knew  about  TJTC. 

Also,  this  outreach  should  include  those  certifying 
TJTC.  For  example,  the  Labor  Department  has  determined  that 
prisoners  on  work  release  can  receive  TJTC.  And  yet,  I  know 
employers  with  work  releasees  who  cannot  receive  the  TJTC. 

In  conclusion,  you  may  ask  why  should  we  spend  so  much 
money  on  these  "no-good"  prisoners?  All  the  other  categories 
of  the  TJTC  are  persons  who  did  not  violate  the  law. 

My  answer  is  that  although  exprisoners  are,  by  far,  the 
most  difficult  to  employ  category  in  the  TJTC,  the  potential 
savings  in  dollars  and  human  suffering  (especially  in  regard 
to  future  victims)  dwarf,  by  far,  any  other  category. 

And  seriously  more  than  facetiously,  if  we  really  want  to 
punish  these  prisoners,  let's  make  them  taxpayers  I 
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Chairman  Rangel.  Thank  you,  Mr.  SulHvan. 
Mr.  Brabham. 

STATEMENT  OF  ROBERT  E.  BRABHAM,  PH  J).,  PSYCHOLOGIST, 

CHAPIN,  S.C. 

Mr.  Brabham.  Thank  you,  Mr.  Chairman. 

My  perspective  and  point  of  view  is  a  little  bit  different  than 
some  of  the  comments  you  have  heard  today.  I  am  a  rehabilitation 
counselor,  and  I  have  supervised  hundreds  of  rehab  counselors,  and 
have  been  the  head  of  the  National  Rehab  Association  with  thou- 
sands of  rehab  counselors.  And  so  my  point  and  perspective  is  a  lit- 
tle bit  different. 

I  am  saying  to  you  unequivocally,  targeted  jobs  tax  credits  rep- 
resent the  single  best  tool  we  have  to  open  the  door  for  employers 
to  consider  people  with  disabilities.  So  no  matter  what  else  goes  on 
in  our  conversation  today,  please  understand  that  this  is  terribly 
important  to  those  of  use  who  pound  the  pavement  and  knock  on 
doors  trying  to  get  jobs  for  people  with  disabilities.  It  is  a  tremen- 
dous resource  for  us. 

With  your  permission,  sir,  I  will  not  bother  to  read  what  you 
have  got  in  writing.  But  I  want  to  comment  on  a  couple  of  things 
that  you  have  heard  here  today. 

One  of  the  previous  witnesses  told  you  that  studies  indicate  that 
TJTC  does  not  make  a  difference.  That  just  flies  in  the  face  of  evi- 
dence; it  flies  in  the  face  of  my  experience  and  that  of  my  col- 
leagues. This  credit,  as  you  said,  is  an  incentive  to  one  and  a  bribe 
to  another.  Well,  this  incentive  means  an  awful  lot. 

In  the  latest  GAG  study — we  are  going  to  have  people  come  and 
quote  you  some  studies — the  latest  GAO  study  suggested  that  in- 
deed employers  have  changed  their  hiring  practices  as  a  result  of 
these  incentives  being  there.  So  I  would  urge  you  to  consider  that 
in  weighing  this  other  study. 

I  would  also  remind  you,  that  study  was  back  in  the  1980s — the 
data  was  collected  in  1981,  1984,  and  1985.  The  provisions  were  ei- 
ther about  to  expire,  or  they  had  expired,  and  they  might  be  made 
retroactive.  I  would  suggest  to  you  very  respectfully,  it  is  very  dif- 
ficult for  those  of  us  trying  to  get  jobs  and  to  sell  a  program,  par- 
ticularly to  small  employers — 8,  10,  20  employees;  it  is  very,  very 
difficult,  then,  to  say:  Well,  it  expires,  and  it  might  expire,  and  it 
may  or  may  not  include  23-  and  24-year-olds. 

I  would  suggest  to  you  that  the  single  best  thing  you  could  do 
for  us  who  are  trying  to  use  this  particularly  for  people  with  dis- 
abilities is  to  go  on  and  make  this  thing  permanent,  tell  us  what 
it  is  going  to  be,  so  we  can  tell  employers  what  it  is  going  to  be, 
particularly  small  businesses  who  just  do  not  keep  up  with  all  the 
fine  points  of  Government  regulations. 

So  in  spite  of  what  you  heard  this  morning,  that  has  not  been 
my  experience,  and  I  am  talking  about  from  thousands  of  rehabili- 
tation counselors,  who  have  placed  literally  tens  of  thousands,  hun- 
dreds of  thousands,  of  persons  with  disabilities.  TJTC  means  an 
awful  lot  to  us. 

Secondly,  you  heard  this  morning,  "well,  it  does  not  really  affect 
the  bottom  line  for  people  with  disabilities;  you  are  giving  the 
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money  to  the  employers,  and  it  did  not  help  the  individual."  That 
is  simply  not  true. 

The  best  way  to  get  another  job  is  because  you  have  already  had 
one.  And  so  we  have  evidence — and  again,  go  back  to  the  GAO 
studies,  and  those  are  not  exactly  "wusses"  when  it  comes  to  taking 
a  look  at  programs — at  their  suggestion  that  indeed  people  who 
have  had  jobs  nave  used  those;  they  have  been  promoted;  there  are 
just  thousands  of  examples  of  people  who  have,  in  fact,  been  pro- 
moted in  the  same  jobs  and  have  gone  on  to  others. 

The  evidence  you  heard  this  morning  simply  does  not  seem  to  be 
consistent  with  what  my  experience  has  suggested. 

I  would  also  applaud  you  for  considering  23-  and  24-year-olds. 
That  is  going  to  be  very  important.  People  with  disabilities,  in  par- 
ticular, have  not  had  the  summer  jobs,  the  weekend  jobs,  the  jobs 
after  school,  and  they  simply  have  not  had  that  maturation  of  work 
by  the  age  of  20  or  21.  So  23  or  24  would  mean  a  lot  to  us  in  trying 
to  place  people  with  disabilities. 

I  would  also  add  one  other  little  quick  rebuttal  to  some  com- 
ments that  you  heard  this  morning,  saying  that  employers  have  not 
changed,  we  also  have  over  1,000  employers  that  have  written  to 
this  administration  saying  that,  indeed,  they  are  ready  to  support 
targeted  jobs  tax  credits.  And  so  you  have  got  more  evidence  to  the 
contrary  than  I  think  maybe  you  heard  this  morning. 

I  would  also  suggest  to  you  that  the  vast  majority  of  people  with 
disabilities  are  still  unemployed,  and  the  other  comment  was,  they 
are  going  to  be  hired  anyway. 

The  fact  remains,  Mr.  Chairman — Mr.  Chairmen,  that  we  have 
66  percent  unemployment  amongst  people  with  disabilities.  And  for 
someone  to  come  to  this  committee  and  say,  well,  they  were  going 
to  be  hired  anyway,  I  do  not  understand  how  anyone  could  look  at 
the  evidence  and  come  to  you  and  say  something  like  that.  Two- 
thirds  of  Americans  with  disabilities  do  not  have  a  job.  And  so  to 
say  they  were  going  to  be  hired  simply  is  not  true,  and  I  rest  my 
case. 

I  would  also  suggest  to  you  that  making  it  retroactive  is  impor- 
tant, because  as  you  heard  from  New  York,  your  colleagues  there 
are  continuing  to  file  those  applications  in  the  hope  that  you  are 
going  to  do  that.  It  really  is  important,  because  the  stopping  and 
starting  and  going  back  and  forth  was  simply  not  in  our  best  inter- 
ests. 

I  would  also  urge  you  to  consider  somehow  in  the  economics  of 
TJTC  to  consider  tne  fact  that  if  we  do  not,  in  fact,  put  people  back 
to  work,  we  are  going  to  pay  anyway.  It  is  like  that  old  oil  filter 
commercial  some  years  ago:  You  can  pay  me  now,  or  you  can  pay 
me  later. 

Now  we  are  paying  an  estimated  $200  billion  a  year  to  keep 
Americans  with  disabilities  unemployed.  And  so  I  think  it  makes 
an  awful  lot  more  sense  to  do  tax  credits  and  make  taxpayers  out 
of  tax  recipients. 

TJTC  is  very  important  to  those  of  us  in  the  rehabilitation  com- 
munity, and  we  appreciate  very  much  your  having  included  such 
individuals. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  ROBERT  BRABHAM 
Chapin,  South  Carolina 


Mr.  Chairman: 


On  behalf  of  the  rehabilitation-provider  community  serving  persons  with  a  wide  range 
of  physical  and  mental  disabilities,  it  is  my  pleasure  to  appear  before  you  today.  I  am  Dr. 
Robert  E.  Brabham,  former  Director  of  the  National  Association  of  Rehabilitation  Facilities. 
I  am  now  in  private  practice. 

In  the  years  since  the  TJTC  began,  literally  thousands  of  Americans  with  a  wide  variety 
of  physical  and  mental  disabilities  have  become  employed  as  a  direct  result  of  TJTC.  Evidence 
suggests  that  approximately  10%  of  the  persons  serviced  under  TJTC  programs  are  persons  with 
disabilities. 

Before  working  with  Rehabilitations  Associations,  I  was  the  Assistant  Commissioner  for 
Client  Services  of  a  large  State  Vocational  Rehabilitation  Agency.  I  know  first-hand  from  more 
than  a  decade  of  service  in  that  capacity  that  TJTC  works.  Rehabilitation  professionals  need  all 
the  tools  and  incentives  possible  to  help  open  the  doors  of  economic  opportunity  for  people  with 
disabilities.  TJTC  opened  "real  doors  in  real  places"  of  employment.  These  are  not  "pretend" 
jobs,  but  are  viable  and  valuable  positions  to  a  variety  of  businesses  and  industries. 

It  has  been  the  experience  of  rehabilitation  service  providers  in  America  that  employers 
have  found  TJTC  to  be  one  of  the  most  logical  and  bureaucratically  simple  programs  of 
government.  It  is  also  an  extremely  cost-effective  program.  We  should  also  realize  that  the 
minimal  cost  of  TJTC  is  only  the  tip  of  an  iceberg.  Continuation  of  the  disability-related  cycle 
of  unemployment  in  America  is  of  staggering  economic  and  human  costs. 

Let  me  remind  you  that  the  plight  of  Americans  with  disabilities  is  of  enormous 
proportion.  A  recent  Harris  Poll  revealed  that  66%  S2f  Americans  sjf  working  age  with  a 
disability  were  unemployed.  I  quickly  add  that  these  individuals  wanted  to  work,  but  have  not 
yet  overcome  the  barriers  to  employment. 

TJTC  often  provides  the  "extra  incentive"  for  employers  to  give  people  with  disabilities 
a  chance  to  earn  their  way  in  the  job  market.  Unfortunately,  the  1988  change  in  a^  eligibility 
of  TJTC,  which  dropped  22  and  24  year-olds  has  also  had  a  negative  impact,  particularly  far 
people  with  disabilities.  It  is  tragically  ironic  that  it  is  23  and  24  year-old  persons  who  are 
struggling  most  to  establish  their  independence  and  become  heads  of  their  own  households. 
People  with  disabilities  have  often  been  delayed  in  entering  the  job  market  because  of  time  lost 
while  in  hospitals,  during  rehabilitation  programs  and  in  their  continued  pursuit  of  academic 
training.  They,  especially,  need  the  availability  of  these  extra  couple  of  years.  We  urge  you 
to  correct  this  matter  in  the  extension  of  TJTC. 

In  my  own  experience  with  TJTC,  reinforced  by  the  experience  of  colleagues  throughout 
the  Rehabilitation  community,  TJTC  has  an  enormous  transferability  of  benefits  for  many 
instances  in  which  the  entry-level  position  made  possible  because  of  the  incentives  of  TJTC 
became  the  starting  position  for  later  career  advancements.  Particularly  in  the  case  of  people 
with  disabilities  they  need  only  the  extra  assistance  to  get  a  start  in  employment.  As  dedicated, 
qualified  workers  they  can  prove  themselves  if  they  can  but  be  given  the  chance  to  do  so.  TJTC 
provides  that  chance,  and  the  job  often  provides  the  means  to  future  advancement  into  more 
demanding  and  responsible  positions.  TJTC  opens  doors;  hard  work  opens  career  advancements. 
Both  are  happening  because  of  your  support  for  TJTC. 

The  cost-effectiveness  of  TJTC  has  been  widely  heralded.  The  long-term  cost  benefits 
will  be  even  greater  as  the  transferability  of  skill  in  use  I  mentioned  earlier  continues,  and  as 
the  benefits  of  employment  contracted  with  the  continuing  cost  of  maintaining  disabled 
American's  chronic  unemployment  are  fully  realized.  Unemployment  is  very  expensive  for 
America.  Add  the  lost  taxes  the  costs  of  disability-related  benefits  and  we  quickly  come  to  one 
conclusion:  American  cannot  afford  to  continue  her  current  high  rate  of  unemployment  among 
PSiBif  with  disabilities. 

We  want  to  close  on  a  positive  note.  By  the  very  fact  that  you  are  holding  these  public 
hearings  you  have  demonstrated  your  willingness  to  review  the  facts  and  the  figures  related  to 
TJTC.  We  are  confident  that  your  objective  evaluations,  by  any  measure  you  use,  will  lead  to 
the  inevitable  conclusion  that  TJTC  helcj  Americans,  especially  those  with  disabilities.  snlSI  tt!£ 
job  maiksl-  Extension  of  the  Targeted  Job  Tax  Credit  is  not  an  expense,  it  is  an  investment  in 
the  future  of  Americans  who  wish  to  fully  take  part  in  the  promise  of  the  "good  life,"  a  life  that 
can  include  employment  for  thousands  of  people  because  the  doors  of  opportunity  are  opened 
to  them. 

Thank  you. 
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Chairman  Rangel.  Thank  you  Dr.  Brabham. 
Ms.  Casey. 

STATEMENT  OF  LAURIE  A.  CASEY,  POLICY  ANALYST, 
CHILDREN'S  RIGHTS  COUNCIL,  AND  VERMONTERS  FOR 
STRONGER  FAMILIES,  MORLAH  CENTER,  N.Y. 

Ms.  Casey.  Hi.  I  am  going  to  change  the  topic  a  Httle  bit  and 
head  toward  our  kids. 

I  am  here  today  on  behalf  of  the  children  of  divorced,  separated, 
and  never  married  parents.  I  am  the  policy  analyst  for  the  Chil- 
dren's Rights  Council,  a  national  8-year-old  child-advocacy  group 
whom  Grandparents  United  for  Children's  Rights  and  Mothers 
Without  Custody  are  affiliated.  The  Children's  Rights  Council  has 
also  chapters  in  23  States. 

I  also  represent  Vermonters  for  Stronger  Families,  fighting  for 
the  better  interests  of  our  children. 

I  am  a  custodial  and  noncustodial  parent.  I  bring  to  this  hearing 
insights  from  a  divorced  parent  receiving  public  assistance  to  a  re- 
married working  mom  supporting  her  own  son  and  assisting  her 
husband's  efforts  to  adequately  support  his  estranged  daughter. 

Because  of  child  support  enforcement  programs,  noncustodial 
parents  can  account  for  $45  billion  of  financial  support  on  behalf 
of  their  children.  But  to  date,  we  have  no  records  showing  the  ac- 
tual cost  of  these  children  to  their  custodial  parents.  We  must  ac- 
cept responsibility  of  our  children — both  parents.  In  this  country, 
that  does  not  happen.  And  the  Federal  and  State  Grovemments 
play  a  major  role  in  this  conspiracy  against  our  children. 

The  incentives  to  collect  and  welfare  reimbursement  programs 
are  the  Federal  Government's  way  of  selling  our  AFDC  recipient 
children  to  the  States.  The  guarantees  of  direct  revenue  to  the 
State's  budget  is  more  than  any  State  can  pass  up,  especially  in 
these  economic  times. 

In  1991,  approximately  $2  billion  was  collected  in  child  support 
on  behalf  of  a  welfare  recipient  child,  yet  only  $318  million  actually 
were  received  by  the  children.  The  remaining  $1.7  billion  was  re- 
tained by  State  and  Federal  agencies  in  the  name  of  welfare  reim- 
bursement and  incentives  to  collect. 

Since  1986,  over  $9.7  billion  has  been  collected  on  behalf  of 
AFDC  recipient  children,  yet  only  $1.7  billion  has  actually  reached 
them. 

If  the  Government  genuinely  wishes  to  decrease  the  number  of 
welfare  recipients  and  families  in  poverty,  then  they  must  abide  by 
a  strict  code  of  ethics.  It  must  allow  the  child  support  it  receives 
on  behalf  of  these  welfare  recipient  children  to  directly  benefit  the 
child  and  not  a  State's  budget  quota. 

President  Clinton  recently  remarked  during  a  news  conference 
regarding  vaccines  and  pharmaceutical  company  profits  that  these 
"companies  should  not  be  making  profits  off  our  children."  Yet  the 
Federal  Government  has  created  its  own  profit  center,  the  Office  of 
Child  Support. 

In  1991,  $290  million  was  passed  along  to  States  as  their  incen- 
tives to  collect,  their  commissions  for  doing  a  good  job,  for  helping 
out  children.  But  what  good  have  these  governments  done?  Our 
children  are  still  in  poverty,  and  the  $290  million  of  incentives  to 
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collect  was  a  direct  allocation  from  the  child  support  received  on 
behalf  of  a  welfare  recipient  child. 

So,  before  we  lay  blame  with  a  noncustodial  parent,  let  us  look 
at  the  system.  Since  1987,  OCS  has  collected  in  excess  of  $350  mil- 
lion of  child  support  via  the  employment  intercept  program.  In 
1991,  more  than  $140  million  was  collected  in  this  manner.  This 
represents  an  increase  of  300  percent  over  the  1987  figure.  At  the 
same  time,  some  8  million  cases  of  child  support  enforcement  were 
being  processed  on  behalf  of  welfare  recipient  children. 

These  numbers  represent  the  realities  of  our  economy,  and  with 
major  companies  continuing  to  downsize,  these  numbers  of  unem- 
ployed and  underemployed  and  publicly  dependent  families  can 
only  expect  to  increase. 

With  that  in  mind,  let  us  turn  to  the  issues  of  tax  relief. 
Noncustodial  parents  have  in  excess  of  $45  billion  in  support,  yet 
have  not  been  recognized  as  major  financial  contributors  to  their 
children's  financial  well-being.  As  the  financial  responsibilities  con- 
tinue to  increase  for  the  noncustodial  parents,  we  have  to  begin  to 
be  willing  to  equalize  the  entitlements  associated  with  parenting. 

Noncustodial  parents  do  not  only  pay  child  support.  They  also 
provide  for  medical  insurance,  uninsured  medical  expenses,  and 
child  care  costs.  All  of  these  are  in  addition  to  child  support.  They 
all  qualify  for  tax  relief,  but  currently  only  to  a  custodial  parent. 

The  message  is  simple.  When  discussing  financial  issues,  the 
noncustodial  parent  is  accountable.  When  discussing  entitlement, 
the  custodial  parent  benefits. 

We  changed  our  Tax  Code  because  both  separated  parents  were 
taking  tax  dependency  exemptions.  So  to  lessen  this  misuse,  we 
simply  decided  to  presume  that  the  custodial  parent  was  providing 
the  majority  of  the  care. 

Well,  because  of  the  child  support  system,  the  noncustodial  par- 
ent can  document  $45  billion  in  support.  What  have  the  custodial 
parents  offered  to  document  that  they  have  contributed  substan- 
tially to  the  financial  support  of  their  child,  thus  entitling  them  to 
the  entire  dependency  exemption? 

If  we  continue  to  argue  that  the  noncustodial  parent  must  as- 
sume the  financial  responsibility  of  the  separated  family,  then  it 
would  be  ludicrous  not  to  acknowledge  the  entitlements  that  are 
due  as  the  result  of  the  noncustodial  parent  taking  an  active  role 
in  this  duty. 

It  is  a  very  simple  matter.  Change  the  language  in  the  Tax 
Codes.  Allow  the  noncustodial  parent  an  avenue  of  judicial  review. 
By  excluding  words  such  as  "assumed"  and  "presumed,"  the  deci- 
sion of  dependency  exemptions  can  be  decided  by  a  court  of  law. 

IRS  could  require  documentation  from  child  support  collection  of- 
fices to  document  child  support  paid,  and  court  determinations 
could  be  required  to  be  attached  to  income  tax  filings.  The  IRS 
could  implement  a  shared-dependency  exemption  so  both  support- 
ing parents  would  equally  and  equitably  share  in  the  tax  relief 

Whatever  the  procedure,  the  IRS  must  accept  the  fact  that  a  cus- 
todial parent,  a  noncustodial  parent,  and  a  child  are  a  family.  The 
IRS  tax  exemptions  must  be  revised  to  include  the  right  of  both 
parents  to  share  exemptions. 
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In  summary,  we  need  to  acknowledge  and  require  the  account- 
ability of  the  financial  responsibilities  of  both  parents.  Federal  and 
State  policies  can  no  longer  require  welfare  recipient  children  to  be- 
come financially  responsible  for  the  financial  inadequacies  of  their 
custodial  parent. 

Welfare  systems  must  be  required  to  report  AFDC  expenditures 
by  individuals.  State  and  Federal  agencies  can  no  longer  accept 
child  support  payments  in  excess  of  that  child's  actual  cost  in  the 
name  of  welfare  reimbursement. 

Implementation  of  a  shared-child  exemption  program  would  be 
beneficial  to  the  children.  By  increasing  cash  receipts  and  extend- 
ing the  rights  and  privileges  of  tax  exemptions  and  credits  to  pay- 
ing noncustodial  parents,  OCS  and  the  IRS  would  allow  a  balance 
to  our  current  support  collection  system,  while  actually  increasing 
benefits  to  our  children. 

In  conclusion,  child  support  collection  and  enforcement  is  a  sys- 
tem that  has  been  devised  to  combat  a  terminal  social  disease  that 
Government  calls  poverty.  But  children  in  poverty  are  not  the  dis- 
ease. Children  are  merely  the  vehicles  in  this  sordid  battle  of  bu- 
reaucracy and  budget  deficits.  Our  children  have  become  tokens, 
profitable  assets  to  the  States'  welfare  systems. 

If  we  allow  this  trend  to  continue,  we  can  condemn  no  one  but 
ourselves.  We  must  continue  to  ask:  Who  is  caring  for  our  children? 

[The  prepared  statement  follows:] 
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Prepared  statement  of  Laurie  A.  Casey,  Policy  Analyst  Chlldran'a  Rights 

Council  and  Vermontera  for  Stronger  Families 

Before  the  Subcommittee  on  Select  Revenue  Measures  and 

the  Subcommittee  on  Human  Resources 

Committee  on  Ways  and  Means,  U.S.  House  of  Representatives 

March  30,  1993 


I .  Introduction 

I  am  a  custodial  and  non-custodial  parent.  I  bring  to  this  hearing 
insights  from  a  divorced  parent  receiving  public  assistance  to  a  remarried 
career  woman  who  now  provides  for  her  own  son  and  assists  her  husband's 
efforts  to  adequately  support  his  estranged  daughter. 

The  Welfare  Department  and  the  Office  of  Child  Support  transformed  my 
four  year  old  son  into  a  vehicle  used  in  a  battle  of  bureaucary  and  budget 
deficits.  It  stripped  me  of  my  parental  responsibilities.  Instead,  it 
turned  to  my  ex-husband  for  the  financial  support  of  the  family  for  which 

I,  too,  should  have  contributed.  In  fact,  it  asked  nothing  of  me. 

The  "Incentives  to  Collect"  and  "Welfare  Reimbursement"  programs 
continue  to  transform  our  AFDC  children  Into  profitable  assets  of  the 
states.  Yet,  the  State  and  Federal  Governments  continue  to  blame  the  non- 
custodial parents  for  the  our  poverty  stricken  children.   When  in  reality, 
the  culprit  is  the  system  itself. 

Example,  from  1986  to  1991  some  $9.7  billion  dollars  have  been 
collected  on  behalf  of  welfare  recipient  children.  Only  $1.6  billion 
was  received  in  the  household  where  the  child  actually  resided. 

In  1991  approximately  $2  billion  dollars  were  collected  with  only 
$318  million  or  19%  actually  finding  it's  way  to  the  children.  The 
remaining  $1.7  billion  dollars  is  the  price  tag  placed  on  our  children  by 
these  federal  programs .( 49%  went  to  the  states  and  32%  was  sent  to 
Washington,  all  in  the  name  of  "Welfare  Reimbursements"  and  "Incentives  to 
Collect") .1 

If  the  government  genuinely  wishes  to  decrease  the  number  of  welfare 
recipients  and  families  in  poverty,  then  it  must  enforce  equitable 
standards  on  to  itself  by  allowing  payments  received  on  behalf  of  welfare 
recipient  children  to  directly  benefit  the  child  and  not  a  state's  budget 
quota.  There  must  exist  tax  credits  to  low  income  families.  And  when 
applying  these  credits  the  IRS  must  recognize  that  a  custodial  parent,  a 
non-custodial  parent,  and  a  child  are  a  family.  The  iRS  tax  exemption  must 
be  revised  to  Include  the  right  of  both  parents  to  SHARE  a  dependency 
(child)  exemption,  to  SHARE  chlldcare  and  medical  deductions,  and  to  SHARE 
in  the  Earned  Income  Tax  Credit  program. 

II.  Abilities  and  Limitations 

Since  1987  state  OCS  offices  have  collected  In  excess  of  $350  million 
dollars  of  child  support  via  the  unemployment  Intercept  program.  In  1991 
more  than  $140  million  dollars  of  child  support  were  received  by  OCS 
offices  in  this  manner.  This  represented  an  Increase  over  1990 's 
unemployment  Intercept  by  80%  and  a  300%  Increase  over  1987 's  collection 
figures.  At  the  same  time  there  were  some  8  million  cases  being  processed 
by  the  Office  of  Child  Support  on  behalf  of  welfare  recipient  children. a 

These  numbers  represent  the  abilities  and  limitations  of  our 
unemployed  and  under-unemployed  custodial  and  non-custodial  parents. 
Between  1970  and  1991,  total  annual  AFDC  benefits  have  Increased  nearly 
five-fold  from  $4.1  billion  to  $20.3  billion  dollars. a 

With  major  companies  continuing  to  downsize  the  numbers  of  unemployed 
and  publicly  dependent  parents  can  only  be  expected  to  rise. 
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Currently,  4    In  21  of  our  children  under  the  age  of  18  live  In 
poverty. «  But,  they  do  not  live  alone.   They  live  with  a  custodial  parent 
or  reside  vlth  both  parents.  Poverty  does  distinguish  between  divorced 
parents  or  in-tact  families.  Poverty  is  a  result  of  our  economy  and  the 
fiscal  mismanagement  of  our  society. 

If  we  are  to  eradicate  this  problem,  then  first  there  must  exist 
useful  and  meaningful  employment.  If  we  want  our  citizens  to  work,  then  we 
first  must  have  the  jobs  to  offer  then. 

III .  Responsibility 

Who  must  accept  the  financial  responsibility  of  a  child?  Both  parents 
of  course.  Yet,  when  a  child  is  separated  from  one  parent,  the  govern- 
ment designates  the  non-custodial  parent  accountable. 

If  it  is  our  goal  to  free  parents  and  children  from  poverty,  it  is 
necessary  to  require  the  custodial  parent  to  bear  an  equal  financial 
responsibility.  It  is,  then,  also  necessary  to  require  accountability  of 
the  custodial  parent's  management  of  child  support  funds. 

Because  of  the  Child  Support  Enforcement  Program,  non-custodial 
parents  can  easily  account  for  over  $45  billion  dollars  in  financial 
support  to  their  children. o  But,  to  date,  we  have  no  records  showing  the 
actual  direct  costs  of  these  children  to  their  custodial  parents. 

The  Federal  Government  plays  a  major  role  in  this  conspiracy  against 
our  children.  It  allows  state  welfare  agencies  to  "retain"  child  support 
collections  as  "reimbursements"  or  "Incentives  to  collect".  This  money  is 
allocated  directly  from  the  child  support  payments  received  by  OCS  from 
non-custodial  parents  who  pay  on  behalf  of  their  welfare  recipient 
children . 

In  1991  the  Federal  Government  paid  in  excess  of  $290  million  dollars 
to  the  states  for  "Incentives  to  Collect"  otherwise  known  as  "commissions 
on  cash  reciepts."«  This  money  surely  could  have  benefited  the  children  if 
it  had  only  reached  them. 

Title  33  SS4106  (f)  states:  "  When  an  assignment  is  In  effect,  the 
state  shall  be  guided  by  the  best  interests  of  the  child. "7  Yet,  the 
Federal  Government  continues  to  sell  the  Child  Support  Enforcement  Program 
to  taxpayers  and  states  via  our  welfare  recipient  children.  Because  of 
these  children  in  need  and  the  non-custodial  parents'  desire  to  meet  their 
financial  obligations,  the  states  in  this  country  are  reaping  the  profits 
while  our  children  are  Imprisoned  below  poverty  level.  Our  representa- 
tives can  no  longer  require  a  minor  welfare  recipient  child  to  become 
financially  responsible  for  the  financial  inadequacies  of  the  custodial 
parent.  Welfare  systems  must  be  required  to  report  AFDC  benefit  costs  by 
individual  and  "reimburse"  themselves  accordingly. 

In  1991  the  average  monthly  child  support  paid  for  an  AFDC  child  was 
$219  dollars  although  the  total  grant  for  the  household  was  $388  dollars. -7 
Policies  must  allow  the  custodial  parents  to  recognize  and  accept  their 
own  financial  responsibilities  to  the  state  welfare  agencies  and  stop  the 
practice  of  retaining  child  support  payments  to  reimburse  the  states  in 
excess  of  the  direct  costs  of  the  child. 

To  achieve  our  goal,  to  provide  for  our  children,  we  must  face 
reality.  It  Is  not  our  mission  to  provide  revenues  to  a  welfare  system 
FIRST  and  better  our  children  SECOND. 

IV.  Sharing  Tax  Exemptions  and  Credits 

With  child  support  collections  on  the  rise.  Congress  must  recognize 
that  non-custodial  parents  are  major  financial  contributors  to  their 
children's  financial  needs.  This  recognition  must  take  the  form  of  tax 
exemptions  and  credits  that  are  currently  available  to  custodial  parents 
and  In-tact  families. 

We  have  created  a  system,  the  Office  of  Child  Support,  which  enforces 
the  financial  responslbilites  of  non-custodial  parents,  yet,  we  have 
failed  to  balance  this  with  the  rights  and  privileges  afforded  to  others. 
Each  states'  Office  of  Child  Support  should  be  required  to  issue  at 
year-end  a  form  equivalent  to  a  "1099"  to  the  custodial  and  non-custodial 
parents  which  would  report  the  annual  amount  of  child  support  owed,  the 
current  year's  receipts,  and  any  arrears  by  current  year  and  prior  years 
totals.  It  would  include  the  allowable  percentage  of  a  dependency 
exemption  to  each  parent  as  calculated  and  reported  to  the  IRS. 
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In  the  calculation  a  distinction  would  be  made  between  AFDC  and  Non- 
AFDC  cases.  If  the  child  were  an  AFDC  recipient  the  non-custodial  parent 
would  be  entitled  to  a  prorated  dependency  exemption  based  on  his/her 
portion  of  contribution  to  that  child's  support  relative  to  the  direct 
costs  of  that  child  by  public  assistant  programs  or  state  guidelines 
whichever  is  lower. 

Example  1,  AFDC  Recipient:  A  child's  direct  cost  for  the  current  year 
totals  $1764  dollars  as  reported  by  the  Welfare  Department,  the  non- 
custodial parent's  contribution  totals  $3630  and  are  current  for  the  year, 
the  custodial  parent  has  no  earned  income,  the  state  child  support 
guidelines  set  support  at  $4442,  the  calculation  would  then  become 
$3630(the  support  paid)  divided  by  $1764  (the  actual  direct  costs)  the 
results:  206%  We  would  then  divide  the  amount  paid  ($3630)  by  the  state's 
guideline  amount  ($4442)«  the  result:  82%.  A  comparison  would  then  be  made 
of  the  two  percentages,  the  smaller  of  the  two  would  be  the  amount  of  the 
prorated  exemption  allowance  to  the  non-custodial  parent. 

In  the  event  that  a  child  was  an  AFDC  recipient,  but  the  custodial 
parent  had  earned  income,  the  same  calculation  would  apply,  except  the 
custodial  parent  would  be  entitled  to  18%  of  the  dependency  exemption, 
thus  equitably  sharing  the  total  value  of  the  exemption  between  the  two 
parents . 

Example  2,  Non-AFDC  Recipient:  The  basis  for  this  calculation  would 
be  the  total  support  for  the  child  as  defined  by  the  state's  Office  of 
Child  Support,  $4442  (from  ex.1)  The  custodial  parents  portion  of  support 
is  $1826  and  the  non-custodial  parents  support  due  and  paid  is  $2616.  So, 
the  custodial  parents  percentage  would  be  $1816  (total  support  due  and 
assumed  used  to  directly  benefit  the  child)  divided  by  the  support  amount 
set  by  the  state  $4442,  resulting  in  a  41%  share  of  the  child  exemption, 
the  non-custodial  parent  then  would  be  entitled  to  a  59%  share  of  the 
dependency  exemption  (amt  paid  $2616  divided  by  $4442). 

These  percentages  of  shared  dependency  exemptions  would  also  be 
applicable  in  determining  the  amount  of  Earned  Income  Tax  Credit, 
chlldcare  deductions  and  medical  deductions  that  each  parent  could 
receive,  if  they  qualify. 

The  IRS  has  to  recognize  when  both  parents  provide  for  their  child, 
then  both  parents  are  entitled  to  applicable  tax  credits  in  an  equitable 
manner . 

Once  our  Tax  Codes'  language  sights  non-custodial  parents  as  eligible 
for  tax  credits  and  exemptions  relative  to  parenting,  we  have  balanced  the 
some  of  the  rights  and  privileges  of  custodial  and  non-custodial  parents. 

$45  billion  dollars  has  been  paid  by  non-custodial  parents,  yet  many 
of  them  are  not  entitled  to  tax  relief  under  our  current  laws.  As  we 
continually  look  to  the  non-custodial  parent  to  bear  increasing  financial 
responsibility  we  must  recognize  the  imbalance  in  our  current  policies. 

This  policy  would  accomplish  several  goals:  1)  It  would  Increase  the 
number  of  "current"  child  support  cases  vs  "arrears"  because  the  account 
would  have  to  be  "current"  in  order  to  qualify,  2)  it  would  increase  the 
number  of  cases  handled  by  OCS,  since  OCS  would  be  the  issuing  agency  of 
the  "1099  "s",  3)  non-custodial  parents  and  custodial  parents  would  be  more 
willing  to  accept  their  "fair  share"  of  the  financial  responsibilities  to 
their  child,  4)  financial  data  of  both  parents  would  be  more  readily 
available  and  5)  the  Office  of  Child  Support  would  be  more  widely  viewed 
as  actually  benefiting  the  child. 

V.  Summary 

We  need  to  acknowledge  and  require  the  accountability  of  the 
financial  responsibi ities  of  both  parents.  Federal  and  State  policies  can 
no  longer  require  AFDC  minor  children  to  become  financially  responsible 
for  the  financial  Inadequacies  of  the  custodial  parent. 

Welfare  systems  must  be  required  to  report  AFDC  expenditures  by 
individual.  State  and  Federal  Agencies  can  no  longer  accept  child  support 
payments  in  excess  of  the  child's  actual  costs  in  the  name  of  "welfare 
reimbursements . " 


State's  not  using  the  "income  shares"  model  would  be  required  to  cal- 
culate support  amounts  to  custodial  and  non-custodial  parents.  These 
amounts  would  constitute  total  support  for  the  child. 
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AFDC  custodial  parents  want  to  be  responsible  for  their  children. 
But,  because  of  current  policies  they  are  trapped  In  a  system  that  Ignores 
their  Individual  abilities  and  usefulness. 

We  must  redirect  the  "Incentives  to  collect"  receipts  to  create  a 
trust  fund  that  would  directly  benefit  the  children. 

State  Governments  should  realize  they  should  not  have  to  be  "bought" 
In  order  to  provide  for  their  citizens. 

Implementation  of  a  "shared  child  exemption"  program  would  be 
beneficial  both  to  the  state  and  the  children.  By  Increasing  cash  receipts 
and  extending  the  rights  and  privileges  of  tax  exemptions  and  credit  to 
paying  non-custodial  parents,  state  OCS  offices  and  the  IRS  would  allow  a 
balance  to  our  current  support  collection  system  while  actually  Increasing 
the  benefits  to  our  children. 

And  finally,  it  is  not  to  the  detriment  of  our  budget  to  forego  our 
"profits"  in  the  name  of  "child  betterment",  because  our  true  profits  lie 
within  the  child. 

VI .  Recoaaended  Actions 

1)  Enforce  compliance  of  Title  33  3s4106(f),  which  requires:  "when  an 
assignment  is  in  effect,  the  state  shall  be  guided  by  the  BEST  INTEREST  OF 
THE  CHILD"  This  can  be  assured  by: 

a.  Accountability  of  the  Custodial  Parents'  distributions  of  support 
payments  received 

b.  Creation  of  TRUST  FUNDS/EDUCATION  FUNDS  for  future  use  by  the 
child 

c.  No  longer  allowing  OVERPAYMENTS  for  "WELFARE  REIMBURSEMENT" 

d.  Recognize  the  direct  relationship  between  access  to  one's  child 
and  support  payments  by  the  obligor. 

e.  Recognize  that  the  Federal  Government  cannot  continue  to  "sell" 
our  children  to  the  states  via  "Incentives  to  Collect"  and 
"Welfare  Reimbursement"  and  stay  in  compliance  with  their  own 
issued  mandate. 

2.  Recognize  the  need,  when  developing  laws  and  modifying  existing  laws  to 
ensure  EQUAL  protection  under  such  laws.   Presently,  laws  are  designed  and 
interpretted  unjustly  resulting  in  a  non-custodial  parent  being  viewed  as 
a  CRIMINAL  before  a  CRIME  has  been  committed. 

3.  Redefined  tax  codes.  Allow  child  support  guideline  payments  to  regulate 
IRS  standards  regarding  dependency  tests,  EITC  credits,  medical  and 
chlldcare  deductions.  Implement  a  "shared  exemption"  program  which  would 
balance  the  current  support  collection  vs  tax  credit  system. 

And  finally, 

4.  Questions  that  only  ask  for  superficial  band-aids  such  as  how  to 
Increase  child  support  orders,  will  not  create  stability  for  our  children. 
Money  alone  Is  not  the  answer  to  our  children's  plight.  The  real  questions 
to  be  asking  our  those  concerning  how  to  ensure  our  children  the  emotional 
and  financial  support  of  two  parents. 

VII .Conclusion 

Child  support  collection  and  enforcement  Is  a  system  that  has  been 
devised  to  combat  a  terminal  social  disease  that  government  has  labeled, 
"poverty".  But,  children  In  poverty  are  not  the  disease.  Children  are 
merely  the  vehicles  in  this  sordid  battle  of  bureaucracy  and  budget 
deficits.  At  the  hands  of  their  own  Federal  Government  our  children  have 
become  tokens,  profitable  assets,  to  a  State's  Welfare  System. 

If  we  allow  this  trend  to  continue,  WE  can  condemn  no  one,  but 
OURSELVES . 

We  must  continue  to  fight,  we  must  continue  to  ask: 

"WHO  IS  CARING  FOR  OUR  CHILDREN?" 
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Chairman  Rangel.  Ms.  Casey,  if  we  were  to  do  what  you  are 
suggesting,  would  that  not  encourage  parents  to  stay  away  from 
the  home?  In  other  words,  one  of  the  things  that  we  hope  the  in- 
centive would  do  is  to  keep  the  parents  and  the  children  together. 
And  I  think  you  are  encouraging  or  at  least  supporting  the 
noncustodial  parent;  is  that  correct? 

Ms.  Casey.  I  am  not  supporting  either  parent.  I  am  supporting 
what  is  right  for  our  children.  I  do  not  think  we  can  bribe  a  female 
and  a  male  to  stay  together  over  a  tax  exemption.  I  think 

Chairman  Rangel.  Well,  I  think  bribery- 


Ms.  Casey.  I  think  what  I  am  trying  to  say 

Chairman  Rangel.  We  are  trying  to  make — ^you  know,  finances 
sometimes  break  up  a  lot  of  marriages  because  they  just  cannot  af- 
ford to  be  together,  and  if  we  can  help  them  to  take  them  out  of 
poverty 

Ms.  Casey.  We  have  children  whose  fathers  are  paying,  and  the 
children  are  still  in  poverty.  We  have  men  that  are  earning  $40,000 
a  year  who  are  paying  $5,000  a  year  in  child  support,  and  their 
child  still  is  in  poverty  because  of  the  guidelines,  because  of  the 
ability  of  States  to  keep  this  money  in  the  name  of  welfare  reim- 
bursement. 

What  we  have  done  is,  we  have  made 

Chairman  RANGE L.  Is  that  not  a  different  issue  than  the  one  be- 
fore this  committee,  though? 

Ms.  Casey.  Excuse  me? 

Chairman  Rangel.  Is  that  not  a  different  issue  than  the  one  in 
front  of  this  committee?  What  would  you  have  us  to  do  to  be  of  as- 
sistance to  the  parent  that  is  outside  of  the  home  where  the  child 
is  located?  What  would  you  have  us  to  do? 

Ms.  Casey.  I  would  have  you  recognize  that  there  are  respon- 
sibilities of  both  parents.  There  are  emotional  and  financial  respon- 
sibilities of  the  custodial  parent  as  well  as  the  noncustodial  parent. 

Chairman  Rangel.  And  share  the  tax  credit  with  the  parent  that 
is  outside? 

Ms.  Casey.  Yes.  I  am  not  asking  that  we  strip  away  from  the 
custodial  parent  the  tax  advantages  of  having  a  child  in  the  house- 
hold. What  I  am  saying  is,  we  need  to  recognize  the  responsibility 
that  the  noncustodial  parent  has  accepted  financially  in  supporting 
that  child.  I  am  simply  asking  that  they  be  recognized  in  regards 
to  tax  issues. 

Chairman  Rangel.  OK  Now  assuming  that  I  agree  with  you  and 
we  do  recognize  them,  what  would  you  have  us  to  do?  They  are  rec- 
ognized now;  that  is  not  an  issue.  What  would  you  have  us  to  do? 

Ms.  Casey.  There  are  several  different  ways  that  this  can  be  ac- 
complished. All  of  the  information  is  available.  You  need  Social  Se- 
curity numbers;  you  need  the  amounts  of  child  support  that  is 
being  paid;  you  need  to  have  wages  of  the  individual  parents.  All 
this  data  is  now  in  a  data  base  called  the  Office  of  Child  Support 
Enforcement. 

One  option  is  to  have  the  Office  of  Child  Support  in  each  State 
issue  a  statement  equivalent  to  a  1099  that  would  stipulate  what 
that  State  agency  has  calculated  the  share  of  each  parent's  right 
to  the  exemption  to  be. 
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In  our  particular  case,  we  pay  child  support  to  the  State  of  Ver- 
mont. They  use  an  income  shares  model.  We  pay  85  percent  of  my 
stepchild's  support.  Thus,  in  this  theoretical  world,  on  this  1099 
that  the  OCS  office  would  send  to  us  at  yearend,  it  would  state 
that  we  would  be  entitled  to  an  85  percent  credit  of  the  total  de- 
pendency exemption. 

Chairman  Rangel.  OK  Well,  we  certainly  want  to  do  all  we  can 
to  encourage  parents  who  are  outside  the  household  to  fulfill  their 
responsibilities,  and  if  we  can  do  anything  on  a  tax-writing  commit- 
tee to  make  it  worth  their  while,  we  will  want  to  do  that. 

Ms.  Casey.  Well,  thank  you  very  much. 

Chairman  Rangel.  Mr.  Brabham,  I  hope — is  that  correct, 
Brabham? 

Mr.  Brabham.  Brabham,  yes,  sir. 

Chairman  Rangel.  There  is  nothing  that  you  heard  today  that 
allows  any  of  these  committee  members  to  believe  that  the  targeted 
jobs  tax  credit  is  not  working? 

Mr.  Brabham.  No,  sir. 

Chairman  Rangel.  Your  testimony — I  mean,  they  may  not  have 
been  excited  about  the  program  as  you,  or  it  may  not,  for  their  par- 
ticular constituents,  have  oeen  as  successful  as  it  had  been,  and 
most  of  the  people  that  will  find  negative  things  about  it  were  not 
even  involved  in  the  programs,  really,  you  know,  and  quite  frankly 
even  if  you  did  hire  somebody  first  and  then  found  out  that  you 
were  eligible,  it  seems  like  you  would  be  more  likely  to  retain  that 
person  than  to  fire  them,  if  you  were  going  to  lose  something  as 
a  result  of  it. 

Mr.  Brabham.  The  notion  that  somehow  or  another  these  credits 
would  be  a  stigma  make  no  sense  at  all,  and  particularly  for  a  per- 
son with  a  disability,  it  is  a  little  hard  to  pretend  you  are  not,  and 
a  successful  interview  and  a  personnel  director  somewhere,  they 
are  going  to  be  very  quick  to  realize  you  did  not  have  the  edu- 
cational background,  you  did  not  have  the  work  experience,  you  do 
have  a  disability — that  might  be  the  stigma,  but  not  the  tax  credit. 
That  made  no  sense. 

Chairman  Rangel.  The  stigma  is  when  you  do  not  get  it.  When 
you  get  it,  it  is  a  privilege.  And  as  a  veteran,  I  never  thought  I  was 
being  stigmatized.  It  was  something  where  someone  was  saying: 
You  are  entitled. 

Mr.  Brabham.  The  person  who  said  that  has  not  been  doing  job 
placement.  I  have. 

Chairman  Rangel.  Well,  you  are  doing  a  good  job,  too. 

Mr.  Sullivan,  the  way  you  were  talking  about  earned  income  tax 
credit  for  prisoners  and  looking  for  employment  and  having  them 
with  something  to  leave  with  and  not  having  them  on  welfare  and 
all  of  these  things,  it  shatters  the  myth  that  I  have  had  that  most 
people  leaving  jail  were  really  unemployable  misfits  and  that  need- 
ed a  lot  of  training  before  tney  could  really  go  to  work.  And  the 
way  you  talked  about  it  is  that  they  are  working  for  the  State;  they 
are  doing  one  heck  of  a  job  as  it  is  and  that  we  should  give  them 
an  opportunity  to  continue  to  work. 

Mr.  Sullivan.  Yes,  Mr.  Chairman.  In  fact,  I  think  that  my  expe- 
rience has  been  in  Texas,  and  Texas  is  also  like  the  Federal  sys- 
tem. You  are  required  to  work  in  the  system.  And  so  we  do  have 
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prisoners  working  every  day,  8  hours  a  day,  in  most  prisons.  It  is 
just  that  they  are  not  getting  paid— Texas  does  not  pay  any  wages 
at  all.  And,  of  course,  they  are  paid — I  call  them  slave-like  wages 
in  most  places. 

Chairman  Rangel.  Well,  do  me  a  favor.  I  am  very  concerned 
about  these  people  in  jail.  Thev  are  really  eating  up  a  large  part 
of  local  and  State  and  Federal  budgets.  I  mean,  it  is  really  getting 
very  expensive  to  take  care  of  these  people  in  jail.  And  unlike 
Texas,  in  New  York,  all  they  do  is  watch  TV  and  pump  iron,  and 
they  go  in  not  too  bright,  and  they  come  out  dumber  than  they 
went  in.  And  if  you  wanted  to  help  them,  it  is  very,  very  difficult 
to  help  a  lot  of  those  people  that  are  being  discharged,  especially 
the  yoimger  ones  that  have  gone  in. 

Now  earlier  I  had  said — and  I  am  going  to  try  to  perfect  this  con- 
cept— I  do  not  know  whether  you  have  been  following  the  Haitian 
situation,  but  you  have  had  the  worst  bums  in  the  world  in  the 
Haitian  Army.  They  did  not  get  paid;  they  lived  just  by  how  much 
they  stole,  how  much  they  have  guns.  I  mean,  they  are  the  worst 
element. 

But  because  Haiti  is  so  poor,  as  we  move  forward  to  rebuild 
Haiti,  they  do  not  have  the  jails  to  lock  them  up.  And  then  really 
they  have  taken  a  position,  they  are  Haitians,  and  they  should  as- 
sist in  rebuilding  Haiti.  So  therefore  they  are  starting  educational 
and  work  programs  for  these  bums,  which  just  makes  a  heck  of  a 
lot  of  sense. 

Mr.  Sullivan.  Right. 

Chairman  Rangel.  And  the  idea  is  that  once  you  treat  them 
with  a  little  respect,  who  knows?  They  may  start  to  respect  them- 
selves and  start  to  make  a  real  contribution  as  Haitians  to  the  soci- 
ety. 

I  see  no  reason  in  the  world  for  nonviolent  crimes  that  have  been 
committed,  especially  by  young  people,  why  we  cannot  really  take 
that  same  concept,  take  the  rascals  out  of  prison,  put  them  to  work. 

Mr.  Sullivan.  Right. 

Chairman  Rangel.  If  they  don't  know,  to  teach  them.  During 
World  War  II,  I  remember,  you  had  an  option.  If  you  wanted  to  go 
defend  the  country,  they  would  give  you  some  training,  and  if  you 
did  not  do  the  training,  you  went  back  to  the  can. 

Maybe  when  you  meet  with  your  associations  on  a  national  level, 
you  might  get  information  for  me.  We  will  start — well,  you  are  from 
Texas,  and  Texas  is  a  little  different  from  most  States,  but  you 
would  know  the  national  associations  that  you  work  with  profes- 
sionally to  find  out  just  how  many  people  are  eligible,  how  many 
people  could  be  employable  if  they  were  trained. 

Mr.  Sullivan.  Sure. 

Chairman  Rangel.  And  it  would  seem  to  me  that  I  would  be  able 
to  find  some  way,  whether  we  used  the  Tax  Code  or  whether  we 
used  some  deficit  reduction,  to  try  to  clean  out  the  jails,  put  people 
to  work,  and  just  keep  those  people  there  that  are  a  threat  to  soci- 
ety locked  up. 

And  I  could  tell  in  the  way  you  gave  your  testimony — I  have 
never  seen  anybody  that  felt  so  strongly  about  it,  that  you  are  pre- 
pared to  give  them  earned  income  tax  credits — it  seemed  like  for 
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a  lot  of  people,  it  might  be  better  to  stay  in  jail  and  work  than  to 
get  outside  and  face  unemployment. 

But  if  your  commitment  is  as  deep  as  I  think  it  is,  then  maybe 
you  and  I  can  share  from  your  experience  to  see  that  I  am  not 
going  against  a  brick  wall  here  and  see  whether  we  can  do  some 
things  to  put  those  rascals  to  work.  OK? 

Mr.  Sullivan.  Thank  you,  Mr.  Chairman. 

Chairman  Rangel.  I  look  forward  to  working  with  you. 

Mr.  Matsui. 

Acting  Chairman  Matsul  Thank  you,  Mr.  Chairman. 

I  am  going  to  be  very  brief.  I  would  just  like  to  make  an  observa- 
tion and  then  maybe  make  a  comment. 

I  notice  that,  Ms.  Casey,  the  group  that  you  represent  is  the 
Children's  Rights  Council,  and  I  cannot  think  of  a  stronger  mis- 
nomer than  that.  And  I  do  not  have  any  problems  with  what  you 
are  doing.  I  think,  you  know,  everybody  is  entitled  to  a  lobbyist;  ev- 
erybody is  entitled  to  assert  their  cause. 

But  to  suggest  that  a  proposal  like  yours  or  a  series  of  proposals 
like  yours — and  I  have  heard  from  the  President,  I  think,  last  week 
when  he  testified  before  our  subcommittee — it  is  really  an  effort  to 
create  a  lot  of  confusion  in  terms  of  the  whole  child  support  issue. 
And,  you  know,  to  suggest  that  this  is  for  children's  rights  is  just 
absolutely  ridiculous. 

I  have  to  say  that  there  are  certain  obligations  that  a  parent  who 
bears  a  child,  whether  it  is  custodial  or  noncustodial,  owes  to  soci- 
ety and  to  that  child:  medical  care,  making  sure  that  the  payments, 
the  child  support  payments,  are  timely  and  are  sufficient  and  are 
on  time,  and  making  sure  that  they  give  that  child  love. 

And  what  I  find  is  that  to  some  extent  your  group  is  out  there 
talking  about  the  problems  that  the  father  and  the  mother  have, 
and  that  is  the  reason  why  payments  are  not  being  made  in  many 
cases.  I  mean,  it  is  just  absolutely  incredible. 

And,  you  know,  we  will  work  with  you,  but  I  have  to  tell  you, 
just  as  I  mentioned  last  week,  in  terms  of  this  whole  child  support 
issue,  I  am  coming  down  hard.  In  any  welfare  reform  package,  we 
are  going  to  have  a  very,  very  strong  child  support  enforcement 
proposal. 

i^d  as  I  said,  you  know,  in  the  early  1980s,  we  were  talking 
about  the  welfare  queen  as  the  custodial  mother,  thinking  that  she 
lives  in  this  great  palace,  right,  someplace  in  Southeast  Washing- 
ton— well,  we  are  going  to  be  talking  about  the  welfare  king  in  the 
1990s,  because  there  are  about  12  or  13  or  14  billion  dollars'  worth 
of  moneys  that  the  governments-State,  local  and  Federal  Govern- 
ment— are  paying  on  behalf  of  the  parent  who  has  the  capability, 
but  is  not  making  the  payment  to  that  child,  because  they  are  hav- 
ing problems,  because  they  have  another  family  or  for  whatever 
reason. 

And  that  is  just  going  to  stop.  I  mean,  we  are  going  to  make  an 
issue — we  are  going  to  make  an  issue  out  of  that  noncustodial  fa- 
ther who  does  not  make  that  support  payment.  And  I  do  not  care 
what  anyone  says,  that  parent  should  be  held  responsible.  If  they 
bear  a  child,  they  owe  an  obligation  to  that  child. 

Ms.  Casey.  May  I  respond? 

Acting  Chairman  Matsui.  Please  respond. 


156 

Ms.  Casey.  Thank  you. 

I  am  here  on  behalf  of  noncustodial  parents  who  pay  their  child 
support.  I  quoted  you  numbers  from  the  Office  of  Child  Support 
Enforcement's  16th  Annual  Report,  totaling  $45  billion  in  child 
support  collected.  Those  people  are  not  deadbeats;  those  people  are 
meeting  their  obligations;  those  people  are  not  running  and  hiding 
under  a  rug.  Those  people  support  their  children. 

Those  people,  sir,  also  pay  child  support  that  their  children  never 
see.  They  never  see  that  money,  sir,  because  the  Federal 
Government 

Acting  Chairman  Matsui.  And  let  me  say  this,  too- 


Ms.  Casey  [continuing].  And  the  State  governments  are  consum- 
ing that  money  in  the  name  of  "welfare  reimbursement"  and  "in- 
centives to  collect." 

I  am  sorry,  sir.  I  am  very  adamant  on  this  point. 

Acting  Chairman  Matsui.  I  understand  that. 

Ms.  Casey.  We  are  taking  money  from  welfare  recipient  chil- 
dren's fathers  who  are  paying 

Acting  Chairman  Matsui.  Let  me  just  tell  you  another  thing,  too. 

Ms.  Casey  [continuing].  Their  support,  and  we  are  handing  it 
back  into  the  welfare  system,  and  we  are  not  helping  those  chil- 
dren. Those  children  are  being  maintained  below  poverty  levels, 
even  though  those  parents  are  paying  their  support. 

Acting  Chairman  Matsui.  Well,  then,  what  we  will  do  is,  we  will 
increase  those  support  payments,  so  it  is 

Ms.  Casey.  Well,  sir,  that  will  not  help. 

Acting  Chairman  Matsui.  I  can  just  almost  guarantee  you  that 
if  you  look  at  any  child  support  order  in  America,  except  for  maybe 
a  Donald  Trump  or  somebody  who  is  very  wealthy,  the  amount  of 
payments  made  by  the  noncustodial  father  to  the  mother  is  not  suf- 
ficient even  to  pay  a  fourth  of  that  child's  livelihood.  We  know  that; 
you  know  that;  and  everyone  else  knows  that,  too. 

And  so  even  to  suggest  that  the  personal  exemption  should  be  di- 
vided up  is  ridiculous.  You  know  that,  and  we  all  know  that.  So 
maybe  we  are  going  to  have  to  increase  the  amount  of  the  pay- 
ments. Maybe  that  is  what  we  should  be  talking  about  instead  of 
this  little  thing  that  you  are  talking  about. 

Ms.  Casey.  May  I  respond  to  that? 

Acting  Chairman  Matsui.  Yes. 

Ms.  Casey.  Thank  you. 

We  have  8  million  cases  of  welfare  recipient  custodial  parents. 
Where  is  their  responsibility? 

You  cannot  tell  me  that  those  8  million  custodial  parents  are  in- 
capable of  working.  We  have  custodial  parents  who  refuse  to  work. 
We  have  custodial  parents  who  are  being  protected  by  this  system 
called  the  Office  of  Child  Support.  We  protect  them  because  we  can 
rely  on  the  noncustodial  parent  to  supply  this  financial  support. 

You  can  threaten  us  with  increasing  cnild  support  amounts.  Con- 
tinue to  increase  them.  We  will  continue  to  pay.  For  those  parents 
who  see  this  responsibility  to  their  children,  they  will  continue  to 
pay  to  support  their  children  and  to  stay  out  of  jail. 

But  we  will  also  continue  to  fight,  to  try  to  get  that  money  to  our 
children.  My  stepdaughter  does  not  get  her  money.  She  does  not 
get  the  livelihood  of  that  child  support  collection.  And  it  has  noth- 
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ing  to  do  with  the  amount  that  we  pay.  It  has  to  do  with  the  laws 
and  the  mandates  that  the  Federal  Grovernment  has  apphed  to  the 
States.  That  is  what  it  has  to  do  with,  sir. 

And  while  you  increase  the  child  support  amounts,  you  should 
also  look  at  those  laws.  And  you  should  also  read  title  33,  sub- 
section 4106(f),  which  states:  When  the  Office  of  Child  Support 
has  an  enforcement  in  effect,  they  shall  be  guided  by  the  best  inter- 
est of  the  child." 

When  the  welfare  and  the  Office  of  Child  Support  in  each  State 
maintains  those  children  below  poverty  level,  when  their 
noncustodial  parents  are  paying  $400  to  $500  a  month  in  child  sup- 
port, then  neither  the  State  nor  the  Federal  Government  is  adher- 
ing to  that  Federal  mandate. 

Thank  you  very  much. 

Chairman  Rangel.  Ms.  Casey,  do  you  resent  when  the  custodial 
parent  is  on  welfare,  and  the  parent  outside  the  home  makes  a  con- 
tribution to  the  child,  that  the  State  takes  that  money  in  part  pay- 
ment of  the  welfare  payment  that  the  taxpayers  are  giving  to 

Ms.  Casey.  Yes,  sir,  I  do.  I  do  because  that  child  support  is  col- 
lected on  the  basis  of  the  "best  interest  of  the  child."  I  see  that 
money 

Chairman  Rangel.  I  just  want  to  get  your  thinking. 

Ms.  Casey.  Yes.  May  I 

Chairman  Rangel.  Listen. 

Ms.  Casey.  OK,  I  am  sorry. 

Chairman  Rangel.  I  just  want  to  make  certain  I  understand 
what  you  are  saying. 

Do  you  believe  that  the  fact  that  the  parent  outside  of  the  home 
contriouted  to  that  person  being  on  welfare,  that  that  person  would 
not  have  been  on  the  public  dole  if  that  other  person  who  left 
would  have  been  in  the  house? 

I  mean,  I  see  that  you  are  personally  involved.  You  keep  talking 
about  a  stepchild.  But  the  way  I  look  at  is  that,  if  the  husband, 
just  for  the  hypothetical,  did  not  for  good  reasons  or  whatever  rea- 
sons leave  his  wife,  she  would  not  have  been  on  welfare  in  the  first 
place. 

Ms.  Casey.  Sir,  in  most  cases,  I  believe  the  national  average  is, 
approximately  87  percent  of  all  divorces  and  separations  are  initi- 
ated by  the  female.  Men  are  not  deserting  their  families.  Men  do 
not  abandon  their  children.  Men  are  being  forced  out  of  their 
homes. 

Chairman  Rangel.  Well,  again,  I  am  asking 

Ms.  Casey.  I  would  just  like  to  stipulate  the  point  that  I  am  try- 
ing to  make  is:  currently  in  the  system,  we  have  fathers  who  are 
paying,  and  we  need  to  recognize  that  we  have  fathers  that  are 
paying.  And  we  have  to  ask  why  they  are  paying.  Is  it  simply  be- 
cause of  a  punitive  risk  that  they  may  be  taking  if  they  do  not  pay, 
or  could  it  be  they  really  care  about  tneir  children? 

Chairman  Rangel.  I  am  just  saying  that  as  the  average  tax- 
payer, if  somebody  is  on  welfare  and  one  of  the  parents  is  sending 
in  checks,  I  would  want  to  see  the  taxpayer's  money  reimbursed. 
I  mean 

Ms.  Casey.  I  would  want  to  see  the  taxpayers'  money  reimbursed 
to  the  extent  of  the  direct  cost  of  the  child.  But  we  have  cases,  sir, 
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where  the  States,  when  they  do  not  have  a  paternity  case  estab- 
lished, when  they  do  not  know  who  the  father  is,  the  amount  that 
goes  on  the  books  as  an  account  receivable  in  the  name  of  child 
support  is  the  total  household  welfare  grant. 

That  is  unacceptable  to  me,  because  now  we  are  saying  that  the 
child  is  responsible  for  that  custodial  parent's  inadequacies.  That 
custodial  parent  has  a  responsibility  to  themselves.  Any  money 
that  is  collected  on  behalf  of  a  welfare  recipient  child  in  excess  of 
the  welfare  amount  directly  related  to  that  child  should  be  en- 
trusted for  that  child's  later  use.  It  should  not  be  consumed  by  a 
State  and  Federal  welfare  system. 

Chairman  Rangel.  And  how  about  for  the  housekeeping  for  the 
mother,  I  mean,  the  fact  that  she  is  taking  care  of  this  guy's  kid? 

Ms.  Casey.  Sir,  that  is  not  going  to  housekeeping  funds.  Those 
are  going  to  reduce  a  deficit  that  is  not  going  to  be  reduced.  The 
money  is  simply  put  back  into  the  system.  It  is  going  to  subsidize 
the  support. 

When  we  retain  the  funds  from  a  welfare  recipient  child  support 
check,  we  pass  along  $50.  Let  us  use  a  hypothetical  number  of 
$400.  We  have  a  household  that  is  receiving  $500  in  welfare  bene- 
fits. There  is  a  $400  child  support  check.  Of  that,  $50  goes  into  the 
household.  The  remaining  $350  is  retained  by  the  State  and  Fed- 
eral Grovernment. 

That  money  is  then  reintroduced  into  the  system.  It  is  introduced 
into  the  system  as  support  for  the  Office  of  Child  Support  program. 
That  is  wrong,  sir.  That  money  was  meant  to  take  that  child  out 
of  poverty.  That  is  not  taking  the  child  out  of  poverty. 

Chairman  Rangel.  How  many  people  are  in  your  organization; 
do  you  know? 

Ms.  Casey.  No,  sir,  I  do  not  know. 

Chairman  Rangel.  Is  it  a  Vermont  organization?  Is  it  Vermont? 

Ms.  Casey.  In  Vermont? 

Chairman  Rangel.  Or  is  it  national? 

Ms.  Casey.  No,  it  is  simply  a  Vermont,  New  England — Vermont, 
New  York  organization,  sir. 

Chairman  Rangel.  Are  there  people  from  New  York? 

Ms.  Casey.  Excuse  me? 

Chairman  Rangel.  Do  you  have  a  branch  in  New  York? 

Ms.  Casey.  I  am  the  branch  in  New  York.  I  am  affiliated  also 
with  Parents  Without  Parents  in  New  York.  I  travel  to  Vermont  on 
a  daily  basis  for  work,  and  that  is  where  the  organization  is  based. 

Chairman  Rangel.  And  you  have  a  national  office  as  well? 

Ms.  Casey.  Vermonters  for  Stronger  Families  is  limited  to  the 
Vermont  area,  sir.  The  Children's  Rights  Council  is  national  with 
1,500  members  and  13,000  affiliates. 

Chairman  Rangel.  And  you  are  a  New  Yorker? 

Ms.  Casey.  I  am  a  New  Yorker,  sir,  upstate  New  York.  I  live 
right  next  to  Lake  Champlain. 

Chairman  Rangel.  Well,  we  will  teach  them.  If  there  is  another 
way  to  do  it,  we  will  think  of  a  way  to  do  it.  And  you  bring  an  ex- 
citing, different  view  to  this  committee. 

Thank  you. 

Ms.  Casey.  Thank  you  very  much. 
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Chairman  Rangel.  Let  me  thank  this  panel.  I  will  be  working 
with  you,  Mr.  Sullivan  and  Mr.  Brabham.  It  makes  us  feel  good  to 
see  that  a  lot  of  people  who  would  never  really  get  a  good  chance 
in  life,  that  we  are  doing  something  to  help  this  out,  and  I  want 
to  thank  you,  too,  Mr.  Holt. 

Mr.  Holt.  Thank  you. 

Chairman  Rangel.  OK  Our  last  panel — and  we  apologize  for  the 
delay  in  time,  but  we  had  no  way  of  knowing  our  legislative  cal- 
endar— from  the  military,  retired,  Sgt.  Maj.  Michael  Ouellette  from 
the  Military  Coalition,  he  is  the  cochair;  Nancy  Kennedy,  the  chief 
of  staff  of  the  United  Way  of  America;  Roger  Glunt,  president  of 
Glunt  Building  Co.,  representing  the  National  Association  of  Home 
Builders;  and  Crystal  Harrison,  production  line  employee  with 
Hewlett-Packard  from  Spokane,  representing  the  section  127  Coali- 
tion. 

By  unanimous  consent,  the  testimony  of  all  of  the  witnesses  here 
will  be  entered  into  the  record,  and  you  should  feel  free  to  highlight 
that  testimony. 

And  Sergeant  Major  Ouellette,  who  is  coming  to  the  table  now, 
if  you  are  prepared  to  start  off,  we  will  listen  to  you.  Sergeant 
Major. 

STATEMENT  OF  SGT.  MAJ.  MICHAEL  F.  OUELLETTE,  U.S.  ARMY 
(RETIRED),  COCHAIRMAN,  THE  MILITARY  COALITION;  AND 
DEPUTY  DIRECTOR  OF  LEGISLATIVE  AFFAIRS,  NON  COM- 
MISSIONED OFFICERS  ASSOCIATION;  AND  ALSO  ON  BEHALF 
OF  MS.  SYDNEY  TALLEY  HICKEY,  NATIONAL  MILITARY  FAM- 
ILY ASSOCIATION 

Sergeant  Major  Ouellette.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  on  behalf  of  Ms.  Sidney  Tally  Hickey,  the  associ- 
ate director  of  government  relations  for  the  National  Military  Fam- 
ily Association,  and  the  Non  Commissioned  Officers  Association,  I 
wish  to  thank  you  for  the  opportunity  to  present  testimony  this 
afternoon. 

Incidentally,  the  statement  submitted  has  received  the  endorse- 
ment of  The  Military  Coalition,  comprised  of  24  military  organiza- 
tions with  a  3.5  million  member  representation  base  of  which  I  am 
privileged  to  currently  serve  as  the  cochair. 

Mr.  Chairman,  in  the  interest  of  time,  I  will  be  very  brief,  in  that 
this  morning  Representative  Slattery  came  before  you  and  dis- 
cussed his  introduction  of  H.R.  479.  The  Military  Coalition,  simply 
in  the  interest  of  time  this  afternoon,  strongly  endorses  that  legis- 
lation and  the  possibility  that  these  subcommittees  would  consider 
expanding  EITC  eligibility  to  those  qualified  and  eligible  service 
members  serving  overseas. 

Mr.  Chairman,  that  concludes  my  remarks.  Thank  you  very 
much. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  SGT.  MAJ.  MICHAEL  F.  OUELLETTE 

USA,  Retired 

Deputy  Director  of  Legislative  Affairs 

Non  Commissioned  Ofiicers  Association 

Mr.  Chairman.    I  am  Retired  Army  Sergeant  Major  Michael  F.  Ouellette,  Deputy 
Director  of  Legislative  Affairs  for  the  Non  Commissioned  Officers  Association  of  the  United 
States  of  America  (NCOA)  and  Co-Chairman  of  The  Military  Coalition.    The  Association  is  a 
congressionally-chartered  organization  with  a  membership  in  excess  of  160,000 
noncommissioned  and  petty  officers  serving  in  every  component  of  the  five  (5)  Anned  Forces 
of  the  United  State;  active,  national  guard,  reserve,  and  retired;  and  veterans.    The  testimony 
presented  today  was  prepared  by  NCOA  and  The  National  Military  Family  Association 
(NMFA)on  behalf  of  The  Military  Coalition.   The  National  Military  Family  Association 
(NMFA)  is  a  volunteer,  non  profit  organization  composed  of  members  from  the  seven 
uniformed  services,  active   duty,  retired,  and  reserve,  and  their  family  members  and  survivors. 
NMFA's  sole  focus  is  the  military  family  and  its  goals  are  to  infiuence  the  development  and 
implementation  of  policies  which  will  improve  the  lives  of  those  families.    NCOA  and  NMFA 
appreciate  this  opportunity  to  express  their  views.    The  Military  Coalition  represents  24 
military  associations  with  approximately  3.5  million  members.    A  list  of  member 
organizations  is  attached. 

BACKGROUND 


In  1975  the  Earned  Income  Tax  Credit  (EIC)  was  enacted  to  provide  relief  from  the 
Social  Security  payroll  tax  for  employed  low  income  tax-payers  with  children.    For  seventeen 
years,  young  military  families  serving  overseas  by  order  of  the  U.S.  Government  have  been 
prohibited  from  benefiting  from  this  tax  relief,  simply  because  of  location.    These  young 
families,  who  qualify  in  every  other  way  for  the  EIC  reside  overseas  with  more  senior  service 
families  whose  income  is  sufficient  to  incur  a  U.S.  tax  liability.    No  tax  relief  is  accorded 
eligible  military  families  stationed  overseas.    NCOA,  NMFA  and  other  military  associations 
have  pursued  a  correction  to  this  inequity  since  enactment  of  the  original  Earned  Income 
Credit  in  1975.    Both  NCOA  and  NMFA  strongly  supported  legislation  introduced  by 
Representative  Jim  Slattery  (D-KS  2nd  District)  in  the  101st  and  102nd  Congress  that  would 
have  extended  the  EIC  to  military  families  overseas.    We  were  grateful  when  the  provision 
was  included  in  the  House  version  of  the  Omnibus  Reconciliation  Act  of  1990  and  extremely 
disappointed  when  it  did  not  survive  in  conference.    NCOA  and  NMFA  come  before  you 
again  to  support  legislation  introduced  by  Representative  Slattery,  H.R.  479,  which  extends 
EIC  to  all  eligible  military  families. 

DISCUSSION 

Although  The  Military  Coalition  fully  supports  the  Administration's  proposal  to  raise 
the  income  limit  for  EIC  eligibility,  such  action  must  also  include  the  eligibility  extension  for 
the  EIC  to  eligible  mihtary  servicemembers  stationed  in  overseas  areas  with  their  families. 
Current  law  discriminates  against  the  young,  married,  military  servicemeinber  in  the  low 
income  bracket.    If  he  or  she  resides  with  his  or  her  family  stateside,  or  the  family  remains 
stateside  while  the  member  is  deployed  overseas,  he  or  she  may  be  entitled  to  EIC.    If, 
however,  the  servicemember  is  assigned  overseas  and  the  family  resides  with  him  or  in  a 
foreign  country,  there  is  no  entitlement  in  law.    NCOA  and  NMFA  point  out  that  this  law  is 
patently  unfair  and  should  be  amended. 


IMPACT  OF  INELIGIBILITY 

What  does  the  loss  of  EIC  mean  in  real  terms  to  the  individual  family?   A  young  man 
entered  the  Army  in  September  1990  and  was  sent  to  Basic  Training  at  Fort  Jackson,  South 
Carolina.    At  the  end  of  that  training  he  married  and  was  sent  to  Infantry  training  at  Fort 
Benning,  Georgia.    While  in  Georgia  his  wife  had  a  baby.    Since  their  baby  was  bom  in 
August  of  1991,  this  Anny  E-1  was  eligible  for  $1,003  in  Earned  Income  Credit  for  the 
taxable  year  of  1991.    The  soldier  next  received  orders  to  the  3rd  Infantry  Division  in 
Germany.    He,  his  wife  and  their  child  transferred  on  their  orders  to  the  new  duty  station.    It 
is  1993,  and  the  young  Army  Private,  now  an  E-2,  is  anxious  to  file  his  income  tax  fonn. 
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eagerly  looking  forward  to  the  $735  he  is  entitled  to  in  earned  income  credit.    His  permanent 
change  of  station  to  Germany  has  typically  produced  costs  substantially  above  his 
reimbursement  from  the  Army.    Because  the  family  is  on  foreign  soil,  it  is  almost  impossible 
for  his  wife  to  find  employment  and  add  to  the  family  income.    Imagine  his  surprise  and  lack 
of  enthusiasm  when  he  discovers  that  because  he  is  overseas,  he  no  longer  qualifies  for  this 
credit. 

Translated  into  monthly  income,  his  EIC  for  1992  is  worth  $61.25  per  month.    That 
amount  would  purchase  approximately  12  quarts  of  inilk,  30  jars   of  baby  food,  5  lbs.  of 
ground  meat,  61bs.  of  chicken,  3  lbs.  of  frozen  flounder,  10  lbs.  of  potatoes,  20  cans  of 
vegetables,  5  lbs.  of  fiour,  2  lbs.  of  carrots,  3  lbs.  of  apples,  5  lbs.  of  bananas,  64  ounces  of 
orange  juice  and  3  loaves  of  bread.    Whether  it  is  the  young  Airman  assigned  to  the  5th  Air 
Force  in  Japan,  the  Marine  Lance  Corporal  in  Okinawa,  the  young  Seaman  Apprentice 
assigned  to  the  USS  Belknap,  in  Gaeta,  Italy,  or  the  Army  Private  in  Germany,  the  dollars 
lost  equal  a  degradation  in  their  quality  of  life. 

Additionally,  overseas  tours  of  duty  are  often  costly  for  military  families  due  to 
decreased  opportunities  for  spousal  employment,  the  status  of  the  dollar  relative  to  foreign 
currency,  and  the  difficulty  and  expense  of  locating  housing  off-base.    For  these  young 
families,  overseas  tours  can  be  financially  devastating.    Every  penny  that  they  spend  must  be 
carefully  prioritized.    Denying  them  the  EIC  simply  because  they  are  serving  their  country  at 
an  overseas  post  is  not  only  an  inequity,  it  is  punitive. 


ADDITIONAL  CONCERNS 

NCOA  and  NMFA  have  not  stood  alone  in  their  efforts  to  rectify  this  inequity  in  law. 
TTie  Departments  of  Treasury  and  Defense  have  endorsed  our  recommendation;  however, 
resolution  proposals  offered  have  included  a  requirement  to  find  offsetting  revenue  before  the 
law  could  be  amended.     NCOA  has  pursued  the  amendment  of  EIC  at  various  times  since 
1976.    Satisfying  the  offsetting  fund  requirement  has  been  the  ultimate  "roadblock"  and  has 
become  even  more  unlikely  in  recent  years  because  of  stringent  budget  restraints.    Now  when 
the  state  of  the  economy  is  promoting  tax  reform  legislation  that  would  increase  the  EIC 
level,  NCOA  and  NMFA  emphatically  endorse  any  measure  that  would  improve  the  financial 
well-being  of  our  young  servicemembers  who  would  be  eligible  for  EIC  relief.   The  inequity 
in  law  must  be  resolved  prior  to  increasing  EIC  levels. 

These  distinguished  subconrunittees  must  clearly  understand  that  The  Military  Coalition 
position  in  the  EIC  issue  goes  beyond  the  equity  shortfalls  of  the  law. 

o   Taxpaying  servicemembers,  eligible  for  EIC,  who  are  assigned  overseas  and 
whose  family  subsequently  joins  the  servicemember  late  during  the  tax  year, 
lose  their  entitlement  to  EIC.   This  occurs  even  if  one  of  the  aforementioned 
acts  is  accomplished  on  the  last  day  of  the  tax  year. 

o  Loss  of  EIC  entitlement  is  unfair,  simply  because  servicemembers  are 
ordered  overseas  during  a  taxable  year  and  want  to  take  advantage  of  an 
accompanied  overseas  tour  with  their  families. 

o   Advanced  overpayment  of  EIC  caused  by  unclear  calculation  formulas. 

o   Lnproved  reporting  of  non-taxable  earned  income  by  military  finance  centers 
would  improve  EIC  qualification  by  eligible  military  personnel. 

o   The  complicated  EIC  filing  claim  form  discourages  eligible  servicemembers 
form  obtaining  needed  benefits. 

The  Military  Coalition  fully  supports  the  administration's  proposal  to  raise  the  income 
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limit  for  eligibility  for  EIC.   Many  more  enlisted  families  will  be  eligible  for  the  credit  under 
this  proposal.    Retaining  the  health  care  credit  will  also  encourage  lower  income  families  to 
join  the  Active  Duty  Dependents  Dental  Plan  which  has  a  monthly  premium  of  $19.30. 
However,  increasing  the  number  of  military  families  eligible  for  EIC  without  simultaneously 
extending  eligibility  to  those  stationed  overseas  will  make  an  already  inequitable  situation  that 
much  worse.   The  need  for  EIC  expansion  becomes  even  more  important  now  that  the 
overseas  area  troop  strength  is  being  reduced.    This  reduction  will  obviously  force  overseas 
base  closure  action,  realignment  and  relocation  of  remaining  forces  in  some  cases. 
Subsequently  this  will  result  in  the  further  loss  of  second  income  job  opportunities  for  the 
working  spouses.    Such  actions  increase  a  need  for  EIC  relief  for  those  qualifying  military 
families  who  continue  to  serve  overseas. 


RECOMMENDATION 

The  Military  Coalition  urges  you  to  reverse  the  seventeen  year  old  discriminatory 
policy  of  not  allowing  otherwise  eligible  military  families  stationed  overseas  to  qualify  for 
EIC  by  favorably  considering  the  provisions  of  H.R.  479,  a  bill  that  most  adequately 
addresses  both  association's  objection  to  the  inequity  in  law  as  it  applies  to  EIC  eligibility 
and  urges  its  inclusion  in  any  tax  legislation  that  Committee  deems  appropriate. 

Thank  you. 
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Chairman  Rangel.  We  had  a  member  testify  this  morning,  Mr. 
Slattery. 

Sergeant  Major  Ouellette.  That  is  right,  sir. 

Chairman  Rangel.  And  we  all  supported  that  effort,  too. 

Sergeant  Major  Ouellette.  Very  good.  Thank  you  very  much, 
Mr.  Chairman. 

Chairman  Rangel.  Nancy  Kennedy  from  the  United  Way  of 
America. 

STATEMENT  OF  NANCY  MOHR  KENNEDY,  CHIEF  OF  STAFF, 
UNITED  WAY  OF  AMERICA 

Ms.  Kennedy.  Thank  you,  Mr.  Chairman.  It  is  good  to  see  you. 

Chairman  Rangel.  It  is  good  to  see  you  again. 

Ms.  Kennedy.  I  come  before  you  today  on  behalf  of  United  Way 
of  America,  which  is  the  service  organization  for  hundreds  of  local 
United  Ways  across  the  United  States,  who  work  with  over  40,000 
local  agencies  in  service  to  people  in  need. 

I  was  asked  to  come  today  just  to  endorse  the  earned  income  tax 
credit  and  to  convey  to  you  the  fact  that  we  feel  that  it  is  a  very 
important  component,  that  we  think  it  is  a  very  important  way  to 
bring  people  off  of  dependency  to  self-sufficiency. 

On  the  matter  of  the  schedule,  the  EIC  scheaule,  we  have  for  the 
past  3  years  been  involved  in  a  campaign,  a  public  information 
campaign,  with  all  those  agencies  across  the  country,  and  someone 
has  calculated  that  we  have  gotten  word  to  at  least  about  3  million 
families.  Whether  or  not  they  signed  up  because  of  that,  I  do  not 
know.  But  we  are,  in  conjunction  with  the  Internal  Revenue  Serv- 
ice and  other  agencies,  trying  to  get  the  word  out. 

I  think  one  thing  that  you  might  look  at  is  the  fact  that  if  some- 
one files  a  standard  short  form  or  does  not  file,  then  they  do  not 
benefit. 

Thank  you.  That  is  all. 

[The  prepared  statement  follows:] 
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Testimony  of 

NANCY  MOHR  KENNEDY 

CHIEF  OF  STAFF 

UNITED  WAY  OF  AMERICA 

hearing  on 
Selected  Aspects  of  Welfare  Reform 

before 

The  Subcommittee  on  Select  Revenue  Measures 

and 

The  Subcommittee  on  Human  Resources 

Committee  on  Ways  and  Means 

U.S.  House  of  Representatives 

The  Honorable  Charles  B.  Rangel ,  Chairman 
The  Honorable  Robert  T.  Matsui ,  Acting  Chairman 

Tuesday,  March  30,  1993 

Chairman  Rangol,  Chairman  Matsui,  and  Memberp;  of  the  Subcommi ttot^s 
on  Select  Revenues  Measures  and  Human  Resourcer. ,  my  name  is  Nancy 
Mohr  Kennedy.   I  am  Chief  of  Staff  of  United  Way  of  America  (UWA) . 

Thank  you  for  the  opportunity  to  appear  here  today  in  support  of 
the  Earned  Income  Tax  Credit  (EITC)  as  a  means  to  provide  work 
incentives  for  low-income  families  and  help  create  alternatives  to 
welfare. 

United  Way  of  America,  along  with  local  United  Ways  located  across 
the  country,  support  efforts  to  reform  the  nation's  welfare  system. 
Our  shared  goal  is  to  create  a  compassionate,  rational  system  to 
assist  individuals  and  families  in  their  guest  for  seil- 
suf f iciency . 

Recently,  United  Way  of  America's  Public  Policy  Committee  met  and 
reaffirmed  it's  commitment  to  work  toward  overcoming  welfare 
dependency,  as  well  as  removing  barriers  to  independence  and  self- 
sufficiency.  Toward  that  end,  our  testimony  focuses  on  the 
importance  of  the  Earned  Income  Tax  Credit  in  achieving  those 
goals. 

The  EITC  is  a  refundable  tax  credit  from  the  IRS  to  working 
families  earning  less  than  $22,370  with  at  least  one  child  living 
with  them,  and  is  a  worthwhile  tax  credit  that  helps  strengthen  and 
stabilize  the  American  family  by  helping  put  food  on  the  table  and 
pay  the  bills.  It  is  an  important  economic  development  effort 
because  most  benefits  are  spent  locally,  infusing  over  $11  billion 
into  state  and  local  economies.  The  money  is  spent  to  pay  bills, 
purchase  food,  and  cover  other  family  necessities. 

Originally  enacted  in  1975,  the  Earned  Income  Tax  Credit  was 
greatly  expanded  in  1990  by  President  Bush  and  the  Congress  to 
reward  and  encourage  work  and  also  to  help  offset  the  growing 
burden  that  payroll  taxes  place  on  low-income  working  families. 
Almost  14  million  families  now  qualify  for  the  credit,  which 
provides  $10.7  billion  annually  in  benefits  to  low-income  working 
families. 

The  EITC  provides  a  dollar-for-dollar  reduction  in  the  taxes  an 
eligible  family  owes  to  the  Federal  Government.  Unlike  most  tax 
credits,  the  EITC  is  refundable.  If  the  amount  of  the  credit 
exceeds  the  taxpayer's  tax  liability,  the  balance  is  payable  to  the 
taxpayer.  Therefore,  families  with  very  low  incomes  and  who  may 
not  owe  any  taxes  can  receive  at  least  a  partial  credit. 
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Additionally,  under  an  advance  payment  system,  eligible  taxpayers 
may  elect  to  receive  the  benefit  of  the  credit  in  their  periodic 
paychecks,  rather  than  waiting  to  claim  a  refund  on  their  return 
filed  by  April  15  of  the  following  year. 

As  a  result  of  changes  in  the  law  in  1991,  those  taxpayers  who 
receive  public  assistance  can  still  receive  the  credit  without  risk 
of  loosing  those  benefits  as  long  as  they  have  "earnings."  Unlike 
welfare  which  often  has  the  perverse  effect  of  penalizing  work,  the 
EITC  provides  additional  dollars  to  a  low-income  working  family. 

Currently,  the  basic  credit  is  18.5  percent  of  earned  income  for 
families  with  one  child  and  19.5  percent  for  those  with  two  or  more 
children.  In  1994,  because  the  basic  credit  is  indexed  for 
inflation,  that  amount  is  scheduled  to  rise  to  23  percent  and  25 
percent,  respectfully.  The  Omnibus  Budget  Reconciliation  Act  of 
1990  established  two  small  supplemental  credits:  one  for  children 
1-year-old  and  younger,  and  one  for  health-care  costs. 

Last  year  United  Ways  and  State  Organizations  played  a  key  role  in 
helping  three  million  additional  low-income  families  receive  the 
Earned  Income  Tax  Credit,  which  is  often  referred  to  as  the 
"working  family's  rebate." 

For  the  past  several  years.  United  Way  of  America  has  worked  with 
the  Center  on  Budget  and  Policy  Priorities  and  over  40,000  locally 
funded  agencies  to  coordinate  a  national  EITC  campaign  to  alert 
eligible  low-income  working  families  to  the  credit  and  to  explain 
how  to  receive  it. 

This  year,  alerting  low-income  families  to  the  EITC  is  more 
important  than  ever  because: 

•  Millions  of  working  parents  lost  their  jobs  in  1992.  As  a 

result,  many  workers  earned  far  less  in  1992,  than  they 

previously  did  in  their  working  lives.   Consequently,  many 
newly  eligible  workers  may  not  know  about  the  EITC. 

•  Eligible  families  must  file  a  tax  return  (not  the  1040  EZ  — 
also  known  as  the  short  form) ,  and  they  must  also  file  a  form 
called  "Schedule  EIC."  Last  year  IRS  had  a  flexible  policy 
toward  families  that  filed  a  tax  return  but  did  not  attach  the 
"Schedule  EIC".  If  they  appeared  to  be  eligible  from  the  face 
of  the  return  they  were  awarded  the  credit. 

This  year  IRS  has  rescinded  this  policy.  If  a  family  fails  to  file 
a  "Schedule  EIC",  the  EITC  benefit  will  not  automatically  be 
received.  The  IRS  will,  however,  send  a  form  letter  notifying  a 
family  of  their  potential  eligibility  to  receive  the  EITC  credit, 
as  well  as  send  them  a  blank  copy  of  the  "Schedule  EIC"  if,  on  the 
face  of  their  tax  return,  they  appear  to  be  qualified  for  the 
credit. 

While  hundreds  of  thousands  are  expected  to  receive  this  mailing, 
how  many  will  actually  respond  is  unknown.  Therefore,  this  year's 
campaign  is  particularly  important.  United  Way  of  America  is  proud 
to  be  part  of  this  outreach  network. 

Our  involvement  with  the  agencies  we  serve  and  others  having  daily 
contact  with  deserving  low-income  families  is  an  appropriate  role 
in  carrying  out  our  mission  "to  support  and  serve  local  United  Ways 
to  help  increase  the  organized  capacity  of  people  to  care  for  one 
another. " 
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The  EITC  is  important  in  working  toward  the  Clinton 
Administration's  goal  of  overhauling  our  welfare  system  by 
encouraging  recipients  to  find  a  job  after  two  years  on  public 
assistance,  by  ensuring  that  a  family  of  four,  with  a  minimum-wage 
income,  lives  above  the  poverty  line,  counting  earnings  as  well  as 
government  benefits,  such  as  food  stamps. 

United  Way  of  America  looks  forward  to  working  with  Congress  and 
the  Administration  to  establish  a  respectful  and  responsive  system 
for  helping  families  with  children  become  self-sufficient,  and 
thereby  are  enabling  families  to  remain  together. 
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Chairman  Rangel.  Thank  you.  The  United  Way  does  a  great  job, 
and  it  is  really  encouraging  that  you  would  take  time  out  to  sup- 
port this  for  your  constituents.  We  really  appreciate  it. 

Ms.  Kennedy.  Thank  you,  Mr.  Chairman. 

Chairman  Rangel.  Now  Mr.  Glunt  is  not  here,  but  Gerald  How- 
ard, the  staff  vice  president,  will  be  testifying. 

STATEMENT  OF  GERALD  M.  HOWARD,  STAFF  VICE  PRESffiENT 
AND  LEGISLATIVE  COUNSEL,  NATIONAL  ASSOCIATION  OF 
HOME  BUILDERS 

Mr.  Howard.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be 
here,  and  on  behalf  of  Mr.  Glunt,  I  would  like  to  extend  his  apolo- 
gies to  you  and  the  committees. 

I  would  like  to  say  that  the  National  Association  of  Home  Build- 
ers has  worked  very  closely  and  with  the  full  committee  to  provide 
as  much  help  for  low-income  people  in  the  area  of  housing  that  the 
Tax  Code  will  afford  us,  and  we  think  that  the  targeted  jobs  tax 
credit,  which  has  been  one  of  the  subjects  of  this  hearing,  is  crucial 
not  to  the  provision  of  housing,  sir,  but  to  the  provision  of  jobs. 

Indeed,  the  National  Association  of  Home  Builders,  through  our 
nonprofit  educational  arm,  the  Home  Builders  Institute,  is  actively 
involved  with  the  targeted  jobs  tax  credit. 

HBI,  the  Home  Builders  Institute,  helps  place  Job  Corps  grad- 
uates into  positions  in  our  industry  after  training  them  in  the  con- 
struction trades.  Our  instructors  teach  home  building  trades  at  55 
of  the  108  Job  Corps  Centers  nationwide.  Construction  and  the 
skilled  building  trades  include,  among  other  items,  carpentry,  land- 
scaping, building  and  apartment  maintenance,  and  brick  masonry. 

Upon  graduation  from  the  Job  Corps,  HBI's  national  coordinators 
help  find  employment  for  those  disadvantaged  workers  in  our  in- 
dustry, the  housing  industry. 

The  TJTC  has  been  instrumental  in  persuading  private-sector 
employers  to  hire  disadvantaged  workers,  despite  some  of  the  con- 
tradictory testimony  you  may  have  heard. 

Indeed,  Mr.  Chairman,  one  placement  coordinator  reported  to  us 
that  a  certain  large  company  in  Houston,  which  had  hired  over  20 
Job  Corps  graduates  in  the  past  years,  stopped  hiring  Job  Corps 
graduates  as  a  result  of  the  recent  expiration  of  the  targeted  jobs 
tax  credit. 

Our  industry  places  approximately  2,000  Job  Corps  graduates 
into  jobs  each  year.  Approximately  75  percent  of  such  placements 
use  the  targeted  jobs  tax  credit,  and  our  placement  coordinators  in 
many  areas  report  that  100  percent  of  their  placements  are  tar- 
geted jobs  tax  credit  hires. 

Mr.  Chairman,  NAHB  fully  supports  the  Clinton  administration 
plan  for  economic  recovery  and  for  the  1994  fiscal  budget,  including 
its  proposal  with  respect  to  permanent  extension  for  the  targeted 
jobs  tax  credit. 
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However,  we  believe  that  the  language  of  H.R.  325,  your  bill  and 
the  bill  introduced  by  your  colleague,  Mrs.  Johnson,  provides  for 
the  most  effective  utilization  of  the  program.  Particularly  we  note 
that  the  administration's  TJTC  proposal  does  not  include  23-  and 
24-year-olds,  whereas  H.R.  325  would  make  this  important  im- 
provement. Accordingly,  we  would  urge  the  committee  upon  consid- 
eration to  adopt  the  language  of  H.R.  325  when  you  draft  any  legis- 
lative proposal. 

That  concludes  my  remarks,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  THE 

NATIONAL  ASSOCIATION  OF  HOME  BUILDERS 

BEFORE  THE 

HOUSE  COMMITTEE  ON  WAYS  AND  MEANS 

SUBCOMMITTEES  ON 

SELECT  REVENUE  MEASURES 

and 

HUMAN  RESOURCES 

March  30,  1993 

Mr.  Chairman,  members  of  the  Committee: 

My  name  is  Gerald  M.  Howard.  I  am  Staff  Vice  President  and  Legislative 
Counsel  of  the  National  Association  of  Home  Builders.  On  behalf  of  the  National 
Association  of  Home  Builders  (NAHB)  and  its  160,000  members,  I  congratulate  you 
for  holding  this  hearing  and  appreciate  the  opportunity  to  appear  here  today.  My 
testimony  will  address  the  Targeted  Jobs  Tax  Credit  (TJTC),  which  federal  tax 
incentive  is  designed  to  assist  low-income  individuals,  and  will  include  the  Low 
Income  Housing  Tax  Credit  and  Enterprise  Zones  which  provisions  are  of  direct  import 
to  achieving  the  legislative  mission  of  this  hearing. 

Targeted  Jobs  Tax  Credit 

At  the  outset,  I  would  like  to  thank  and  congratulate  Chairman  Rangel  and 
Representative  Nancy  Johnson  for  introducing  H.R.  325  which  provides  for  the 
permanent  restoration  and  improvement  of  the  TJTC  program. 

As  a  result  of  President  Bush's  veto  of  H.R.  1 1  during  the  102nd  Congress,  the 
TJTC  (Internal  Revenue  Code  Section  51)  was  not  renewed  beyond  its  June  30, 
1 992  expiration  date.  The  TJTC  encourages  employers  throughout  the  nation  to  hire 
individuals  who  as  a  result  of  economic  disadvantage  or  a  disability  have  found  it 
difficult  to  enter  the  private  workforce  regardless  of  the  overall  condition  of  the 
economy.  These  "structurally  unemployed"  Individuals  are  economically 
disadvantaged  youth  between  the  ages  of  18  and  22;  economically  disadvantaged 
cooperative  education  students;  vocational  rehabilitation  referrals;  economically 
disadvantaged  Vietnam  veterans;  economically  disadvantaged  ex-felons;  certain 
welfare  recipients;  and  economically  disadvantaged  summer  youth  employees. 

The  National  Association  of  Home  Builders  (NAHB)  through  our  nonprofit 
educational  arm,  the  Home  Builders  Institute  (HBI),  is  actively  involved  with  the  TJTC. 
HBI  helps  place  Job  Corps  graduates  into  positions  in  our  industry  after  training  them 
in  the  construction  trades.  HBI's  instructors  teach  home  building  trades  at  55  of  the 
1 08  job  corps  centers  nationwide.  Instruction  in  the  skilled  building  trades  includes, 
among  others,  carpentry,  landscaping,  building  and  apartment  maintenance,  and 
brickmasonry.  Upon  graduation  from  job  corps,  HBI  national  coordinators  help  to  find 
employment  for  these  disadvantaged  workers  with  employers  In  the  building  Industry. 

TJTC  has  been  Instrumental  in  persuading  private  sector  employers  t^hlre 
disadvantaged  workers.  Although  our  national  coordinators  contact  thousands  of 
potential  employers  nationally,  many  of  these  employers  are  reluctant  to  hire 
disadvantaged  workers  without  additional  incentive.  The  most  common  reasons  given 
are  that  the  trainees  have  little  actual,  on-the-job  experience  when,  as  you  are  no 
doubt  well  aware,  thousands  of  experienced  individuals  are  currently  out  of  work  in 
our  industry.  There  Is  also  a  perception  on  the  part  of  some  employers  that 
disadvantaged  youths  may  be  unreliable.  This  tax  incentive  allows  a  young  person 
to  get  his  or  her  foot  in  the  door  to  sharpen  their  skills  and  to  rebut  any  such 
presumptions. 
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Our  industry  places  approximately  2,000  job  corps  graduates  into  jobs  each 
year.  Approximately,  75%  of  such  job  placements  use  the  TJTC.  Indeed,  several  HBI 
placement  coordinators  use  TJTC  for  1 00%  of  their  job  placements.  Many  employers 
have  been  encouraged  to  hire  job  corps  graduates  because  of  TJTC  availability. 
Moreover,  the  TJTC  has  had  a  most  significant  impact  on  small  business  employers 
during  the  nation's  recent  economic  difficulties. 

By  letter  of  December  22,  1992,  Senators  Boren  and  Packwood  encouraged 
employers  to  continue  to  participate  in  the  TJTC  program  by  making  the  TJTC  a  major 
factor  in  their  hiring  decisions.  In  spite  of  such  Congressional  assurances  as  to  the 
restoration  of  the  program,  loss  of  the  TJTC  option  has  removed  the  incentive  to  hire 
these  young  employees.  When  the  TJTC  expired  last  June  30th,  job  placements  were 
directly  affected.  One  placement  coordinator  reported  to  us  that  a  certain  large 
company  in  Houston,  Texas  that  had  hired  over  20  job  corps  graduates  in  the  past 
few  years,  stopped  hiring  job  corps  graduates  because  they  could  no  longer  receive 
the  tax  credit. 

The  targeted  jobs  tax  credit  is  an  invaluable  tool  to  encourage  employers  to  hire 
newly  trained  young  people.  Not  only  is  this  program  beneficial  in  terms  of  assisting 
in  the  provision  of  affordable  housing,  but  the  fact  that  it  affords  the  opportunity  for 
structurally  unemployed  citizens  to  learn  a  marketable  skill  cannot  be  overstated. 

NAHB  fully  supports  the  Clinton  Administration  plan,  including  its  proposal  with 
respect  to  permanent  extension  of  the  TJTC.  However,  we  believe  that  the  language 
of  the  Rangel-Johnson  bill  provides  for  the  most  effective  utilization  of  the  program. 
Particularly,  we  note  that  the  administration's  TJTC  proposal  does  not  include  23  and 
24  year  olds,  whereas  H.R.  325  would  make  this  important  improvement  to  the 
program.  Accordingly,  we  urge  you  to  adopt  the  language  of  H.R.  325  in  drafting  any 
legislative  proposal  passed  by  these  Subcommittees  concerning  the  TJTC. 

Low  Income  Housing  Tax  Credit 

On  behalf  of  the  NAHB,  I  would  like  to  thank  Chairman  Dan  Rostenkowski  and 
Representative  Charles  Rangel  for  their  leadership  with  respect  to  the  temporary 
extension  of  the  low  income  housing  tax  credit  in  past  years  and  foi  their  tireless 
efforts  to  permanently  extend  the  program,  as  evidenced  by  their  early  introduction 
of  H.R.  1 8  during  this  Congress.  Chairman  Rostenkowski  and  Representative  Rangel, 
along  with  their  Senate  colleagues  George  Mitchell,  John  Danforth,  and  David  Boren 
can  take  a  great  deal  of  pride  in  their  records  on  this  matter. 

The  LIHTC  has  established  a  record  of  unparalleled  success.  In  1989  alone, 
over  1 25,000  low-income  housing  units  received  tax  credit  allocations'.  Without  the 
LIHTC,  it  wiH  not  be  possible  to  establish  rent  levels  low  enough,  on  most  new  and 
rehabilitated  units,  to  make  them  affordable  to  low-income  tenants.  Therefore,  the 
loss  of  the  LIHTC  will  stop  many  low-income  rental  units  from  being  built  or 
rehabilitated. 

Our  analysis  indicates  the  LIHTC  supports  the  construction  or  rehabilitation  of 
about  1 30,000  low  income  rental  units  each  year  including  60,000  to  70,000  new 
units.  The  LIHTC  is  responsible  for  more  than  one-third  of  all  1 992  multifamily^arts, 
nearly  half  of  all  rental  multifamily  starts,  and  virtually  all  the  new  rental  unitsaVailable 
to  households  with  incomes  under  $1 5,000^.  Failure  to  revitalize  the  program  would 
bring  the  multifamily  sector  to  depression  levels. 

Failure    to    keep    the    credit    would    also    eliminate    the    LIHTC-sponsored 
rehabilitation  of  about  50,000  to  55,000  units  per  year  in  1993  and  60,000  in  years 
beyond'.    A  permanent  solution  is  necessary  to  correct  the  disruptions  that  have 
heretofore  kept  the  credit  from  being  a  consistent  factor  in  planning  low- 
income  multifamily  rental  projects. 
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Assuming  the  permanent  extension  of  the  LIHTC,  tax  credit  assisted  units  will 
probably  account  for  about  eighteen  percent  of  all  multifamily  completions  and  one 
quarter  of  multifamily  rental  completions  over  the  remainder  of  the  decade.  More 
importantly,  tax  credit  assisted  units  would  account  for  as  much  as  93  percent  of  all 
low-income  multifamily  rentals  completed  in  the  1 990s. 

If  the  LIHTC  is  not  extended,  we  estimate  a  loss  of  60,000  multifamily  starts 
each  year  after  1992*.  The  reduction  would  cost  50,000  jobs  and  $1.29  billion  in 
wages  in  the  new  construction  sector^.  Another  16,500  jobs  and  $430  million  in 
wages  in  the  remodeling  industry  would  be  lost  in  each  future  year. 

Foregone  taxes  from  a  single  year's  LIHTC  are  $31 3  million  per  year.  Since  the 
credit  is  taken  for  10  years,  the  ultimate  cost  is  $3.13  billion. 

Enterprise  Zones 

The  Administration  proposes  to  designate  50  federal  enterprise  zones  which 
would  benefit  from  targeted  employment  and  investment  incentives  to  stimulate 
revitalization  of  these  distressed  areas.  Chairman  Rangel  has  introduced  legislation, 
H.R.  1 5  which  would,  Inter  alia,  create  1 50  zones  over  5  yrs,  provide  an  enhanced 
Targeted  Jobs  Tax  Credit,  an  Enterprise  Zone  Employment  Credit  of  1 5  percent 
against  the  first  $20,000  wages  {the  maximum  credit  would  be  $5,000  per  worker), 
and  encourage  community  development  within  the  enterprise  zone. 

NAHB  believes  that  the  enterprise  zone  proposal  should  contain  the  language 
of  Chairman  Rangel's  bill  and  should  be  further  modified  to  include  a  housing 
component,  in  order  to  be  viable.  To  facilitate  development  of  affordable  rental 
housing,  the  enterprise  zone  proposal  may  provide  for  an  increase  in  the  amount  of 
LIHTC  individuals  can  utilize  under  the  passive  loss  rules.  In  this  regard,  the  $25,000 
loss  limitation  should  be  eliminated  with  respect  to  developments  located  within  the 
enterprise  zone. 

Further,  the  proposal  should  provide  first-time  home  ownership  incentives, 
creating  viable  communities  to  support  the  enterprise  zones. 


CONCLUSION 

The  National  Association  of  Home  Builders  is  acutely  aware  of  the  continuing 
need  to  reduce  the  deficit.  Indeed,  we  support  all  responsible  attempts  to  do  so  and, 
therefore,  have  adopted  policy  in  support  of  the  President's  economic  plan.  We  agree 
with  Chairman  Rangel's  position  that  failure  to  adequately  utilize  the  abilities  and 
potential  of  structurally  unemployed  citizens  contributes  in  no  small  way  to  lost 
federal  and  state  revenues  and  our  increasing  deficit. 

A  serious  lack  of  economic  growth  exists  in  almost  all  sectors  of  the  economy 
-  not  just  housing.  However,  the  housing  market  has  been  the  engine  that 
traditionally  pulls  the  nation  out  of  recession.  By  creating  job  opportunities  for  all 
Americans,  the  housing  industry  can  also  be  the  engine  that  leads  the  battle  against 
under-employment,  under-education  and  un-affordable  housing. 

The  National  Association  of  Home  Builders  continues  to  advocate  the  immediate 
enactment  of  economic  stimulus  legislation.  In  this  regard,  NAHB  policy  provides  for 
a  five  point  program  to  spur  a  recovery  in  the  housing  industry,  one  facet  of  which 
calls  for  the  permanent  extension  of  the  expiring  provisions  with  respect  to  the  tax 
credits  for  low-income  housing  and  targeted  jobs.  In  the  opinion  of  the  NAHB,  the 
proposals  set  out  by  the  Administration,  as  modified  above,  are  central  elements  of 
said  program.  NAHB  looks  forward  to  further  working  with  you  and  your  staff  to 
propose  and  implement  solutions  to  sust-iin  the  Nation's  economic  recovery. 
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National  Council  of  State  Housing  Finance  Agencies. 


Approximately  65,000  LIHTC  units  were  started  in  1992,  compared  to 
1 70,000  units  in  buildings  with  2  or  more  units  of  which  1 29,000  were  offered 
for  rent.  Incomes  below  $15,000  are  capable  of  paying  $375  per  month  in 
gross  rent  (including  utilities)  which  is  below  the  return  necessary  for  an 
average  market  rate  unit. 


National  Council  of  State  Housing  Finance  Agencies. 


A  Plan  to  Stimulate  the  Nation's  Economy,  National  Association  of  Home 
Builders,  February  1992. 


NAHB  estimates  updating  a  1981  Bureau  of  Labor  Statistics  data  show  that 
826  jobs  are  created  for  every  1,000  additional  multifamily  units  and  $21.5 
million  added  wages  are  earned  per  1 ,000  starts. 
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Chairman  Rangel.  Thank  you,  Mr.  Howard. 
We  will  now  hear  from  Ms.  Harrison. 

STATEMENT  OF  CRYSTAL  HARRISON,  PRODUCTION  LINE 
EMPLOYEE,  HEWLETT-PACKARD  CO.,  SPOKANE,  WASH.,  ON 
BEHALF  OF  SECTION  127  COALITION 

Ms.  Harrison.  Thank  you,  Mr.  Chairman  and  members  of  the 
subcommittees.  I  am  very  pleased  to  have  this  opportunity  to  tes- 
tify in  support  of  section  127,  employee  educational  assistance,  and 
to  tell  you  about  how  this  provision  in  the  Tax  Code  is  enabling  me 
to  obtain  an  education  that  I  could  not  otherwise  receive. 

My  name  is  Crystal  Harrison,  and  I  am  a  process  support  worker 
on  the  production  line  at  the  Hewlett-Packard  facility  in  Spokane, 
Wash.  After  I  graduated  from  high  school  in  1981,  I  went  to  work 
in  a  plastics  factory  in  Spokane.  I  transferred  to  Hewlett-Packard 
in  1984  because  of  its  excellent  reputation  and  strong  benefits 
package.  I  was  particularly  impressed  with  the  willingness  of  Hew- 
lett-Packard to  help  its  employees  improve  their  skills  and  obtain 
an  education. 

I  began  work  in  1984  as  a  custodian  on  the  swing  shift.  Right 
away  I  started  taking  courses  at  the  local  community  college  with 
the  help  of  section  127  benefits  that  Hewlett-Packard  provides  us. 

When  Hewlett  Packard  decided  to  contract  out  its  custodial  serv- 
ices in  1987,  I  moved  to  the  production  line  where  I  am  today,  and 
I  have  continued  to  take  college  courses.  I  am  three  courses  away 
from  obtaining  an  A. A.,  associates's  degree,  from  Spokane  Commu- 
nity College. 

Through  my  work  at  Hewlett-Packard,  I  have  discovered  an  in- 
terest in  engineering.  I  plan  to  complete  my  education  at  either 
Gonzaga  University  or  Eastern  Washington  University.  I  will  be 
going  tor  a  bachelor  of  science  degree  in  business  or  mechanical  en- 
gineering. At  this  point,  I  have  not  totally  decided  upon  which  op- 
tion. 

What  is  making  all  of  this  possible  is  section  127.  Through  em- 
ployee educational  assistance,  I  can  get  up  to  $5,250  per  year  in 
tuition,  books,  and  fees  tax-free  for  nonjob-related  education.  When 
I  worked  as  a  custodian,  and  even  now  where  I  am  on  the  produc- 
tion line,  there  isn't  much  in  the  way  of  college  courses  I  can  take 
that  is  related  to  my  job.  Without  section  127,  all  of  the  educational 
benefits  Hewlett-Packard  provides  would  be  taxable.  I  now  make 
$1,800  per  month.  If  I  had  to  pay  Social  Security,  Federal,  State, 
and  local  taxes  on  the  value  of  my  educational  benefits,  I  just 
couldn't  do  it. 

I  want  to  assure  you  that  I  am  not  alone.  There  are  literally  hun- 
dreds of  workers  across  the  country  and  many  of  my  colleagues  at 
Hewlett-Packard  in  Spokane  who  are  going  to  school  under  the 
same  circumstances  that  I  am.  We  are  dedicated  to  our  work  and 
to  getting  an  education.  According  to  a  study  done  by  Coopers  & 
Lybrand,  more  than  70  percent  of  section  127  recipients  earn  less 
than  $30,000  per  year,  and  more  than  a  third  of  us  make  less  than 
$20,000  per  year.  We  are  taking  business-related  courses,  as  well 
as  courses  in  engineering,  health  sciences  and  nursing,  education, 
and  computer  sciences. 
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As  you  know,  the  founders  of  Hewlett-Packard  Co.  believe  in  the 
concept  of  life-long  learning.  Furthermore,  you  know  that  American 
companies  and  workers  are  facing  a  very  competitive  environment. 
Major  companies,  including  Hewlett-Packard,  are  restructuring.  If 
you  are  not  trained,  if  you  don't  keep  learning,  you  aren't  going  to 
nave  a  job.  You  won't  be  able  to  support  yourself  and  your  family. 

In  this  demanding  time,  it  is  important  for  employers  and  em- 
ployees to  work  together.  Section  127  is  an  essential  part  of  that 
strategy  for  developing  and  keeping  a  world-class  force.  It  is  essen- 
tial for  people  like  me  who  are  striving  to  support  ourselves  and 
our  family. 

If  you  can  only  do  one  thing,  I  ask  you  to  make  sure  that  section 
127  becomes  a  permanent  part  of  that  Tax  Code,  so  that  I  can  keep 
on  going  to  school. 

On  behalf  of  the  workers  at  Hewlett-Packard  Company  in  Spo- 
kane, Washington,  I  want  to  thank  you. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  CRYSTAL  HARRISON 
Hewlett-Packard  Co.,  Spokane,  Wash. 

Mr.  Chairmen  and  members  of  the  subcommittees,  I  am  very  pleased  to  have  this 
opportunity  to  testify  in  support  of  Section  1 27,  employee  educational  assistance,  and  to 
tell  you  about  how  this  provision  in  the  tax  code  is  enabling  me  to  obtain  an  education  I 
could  not  otherwise  receive. 

My  name  is  Crystal  Harrison  and  I  am  a  process  support  worker  on  the  production  line  at 
the  Hewlett-Packard  facility  in  Spokane,  Washington.  After  I  graduated  from  high  school 
in  1981,  I  went  to  work  in  a  plastics  factory  in  Spokane.   I  transferred  to  Hewlett-Packard 
in  1984  because  of  its  excellent  reputation  and  strong  benefits  package.   I  was  particularly 
impressed  with  the  willingness  of  Hewlett-Packard  to  help  its  employees  improve  their 
skills  and  obtain  an  education. 

I  began  work  in  1984  as  a  custodian  on  the  swing  shift.  Right  away  I  started  taking 
courses  at  the  local  community  college  with  the  help  of  the  Section  1 27  benefits 
Hewlett-Packard  provides  us. 

When  Hewlett-Packard  decided  to  contract  out  its  custodial  services  in  1987,  I  moved 
over  to  the  production  line  where  I  am  today.  And  I've  continued  to  take  courses.  I'm 
about  3  courses  away  from  obtaining  an  A.A.,  Associate's  degree,  from  Spokane 
Community  College. 

Through  my  work  at  Hewlett-Packard,  I've  discovered  an  Interest  in  engineering.  I  plan  to 
complete  my  education  at  either  Gonzaga  University  or  Eastern  Washington  University. 
I'll  be  going  for  a  Bachelor  of  Science  degree  in  business  or  mechanical  engineering.  At 
this  point,  I  have  not  totally  decided  on  which  option. 

What  is  making  all  of  this  possible  is  Section  127.  Through  employee  educational 
assistance  I  can  receive  up  to  $5,280  per  year  in  tuition,  books  and  fees  tax-free  for 
nonjob-related  education.  When  I  worked  as  a  custodian,  and  even  now  where  I  am  on 
the  production  line,  there  isn't  much  in  the  way  of  college  courses  I  can  take  that's  related 
to  my  job.  Without  Section  1 27,  all  of  the  education  benefits  H-P  provides  would  be 
taxable.  Now  I  make  $1,800  per  month.   If  I  had  to  pay  Social  Security,  federal,  state,  and 
local  taxes  on  the  value  of  my  education  benefits,  I  just  couldn't  do  it. 

I  want  to  assure  you  that  I'm  not  alone.  There  are  literally  hundreds  of  workers  at  the 
Spokane  facility  ~  and  thousands  more  across  this  country  -  who  are  going  to  school 
under  the  same  circumstances  that  I  am.  We  are  dedicated  to  our  work  and  to  getting  an 
education.  According  to  a  study  done  by  Coopers  &  Lybrand  using  federal  government 
data,  more  than  70%  of  Section  1 27  recipients  earn  less  than  $30,000  per  year  and  more 
than  one-third  of  us  make  less  than  $20,000  per  year.  We  are  taking  business-related 
courses  as  well  as  courses  in  engineering,  health  sciences  and  nursing,  education  and 
computer  science.  The  executive  summary  of  that  study,  "Section  1 27:  Who  Benefits?  At 
What  Cost?"  is  attached  to  my  testimony. 

As  you  know,  the  founders  of  Hewlett-Packard  believed  in  the  concept  of  life-long 
learning.   Furthermore,  you  know  that  America's  companies  and  workers  are  facing  a  very 
competitive  business  environment.  Major  companies,  including  Hewlett-Packard,  are 
restructuring.  If  you're  not  trained,  if  you  don't  keep  learning,  you  aren't  going  to  have  a 
job.  You  won't  be  able  to  support  yourself  and  your  family. 

In  this  demanding  time,  it's  important  for  employers  and  employees  to  work  together. 
Section  1 27  is  an  essential  part  of  that  strategy  for  developing  and  keeping  a  world-class 
workforce.  It's  essential  for  working  people  like  me  who  are  striving  to  support  ourselves 
and  our  families. 

If  you  can  do  only  one  thing,  I  ask  you  to  make  sure  that  Section  1 27  becomes  a 
permanent  part  of  the  tax  code  so  that  I  can  keep  on  going  to  school.  On  behalf  of  all  the 
workers  at  the  Hewlett-Packard  facility  in  Spokane,  Washington,  I  thank  you. 
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Executive   Siiinmarv 


"Section  127,  Employee  Educational  Assistance:   Who  Benefits?  At 
What  Cost?"  is  designed  to  respond  to  frequently  asked  questions 
about  the  utilization  of  employer-provided  educational 
assistance. 

This  report  analyzes  two  Department  of  Education  data  sets,  the 
National  Post-Secondary  Aid  Study  (NPSAS)  for  1966  and  the 
Triennial  Adult  Education  Survey  which  has  been  conducted  since 
1969. 

Its  findings  are  as  follows: 

•  Section  127  benefits  appear  to  be  distributed  in  a  manner 
closely  paralleling  earnings  among  the  labor  force  as  a 
whole.   Benefits  do  not  accrue  disproportionately  to  higher 
paid  employees.   Nearly  99%  of  Section  127  recipients  earn 
less  than  $50,000,  71%  less  than  $30,000  and  36%  less  than 
$20,000. 

•  Over  ninety  percent  of  Section  127  benefits  are  for  less 
than  $2,000.   Average  payments  are  concentrated  well  below 
$1,000  and  generally  correlate  to  costs  of  tuition,  fees, 
books  and  supplies.   The  mean  assistance  level  is  $621. 
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•  Benefit  payments  on  the  average  are  higher  for  those 
attending  private  universities  ($1,200)  vs.  those  attending 
public  institutions  ($300) . 

•  Those  attending  professional  schools — law,  medicine, 
architecture/environmental  design — account  for  less  than 
one-half  of  one-percent  of  all  Section  127  recipients. 

•  Nearly  half  of  those  with  identified  majors  and  using 
Section  127  benefits  are  taking  business-related  courses 
with  the  remainder  taking,  in  descending  order,  courses  in 
engineering,  health  science/nursing,  education  and  computer 
science. 

•  To  reinstate  Section  127  benefits  for  both  graduate  and 
xindergraduate  courses  would  cost  the  Treasury  a  little  more 
than  $100  million  in  1990. 
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Chairman  Rangel.  Thank  you,  Ms.  Harrison.  You  can't  beat  suc- 
cess, and  you  have  proven  that  it  works  by  being  here  with  your 
eloquent  testimony. 

Mr.  Howard,  the  building  trades  industry  doesn't  get  high  points 
for  outreach  to  minorities,  and  you  have  been  tremendous  not  only 
with  the  targeted  jobs  credit  in  getting  nationwide  support,  but 
also  with  the  low-income  housing  credit.  How  do  you  explain  the 
reputation  of  the  construction  industry  generally  and  the  home 
building  industry,  specifically,  in  terms  of  minorities? 

Mr.  Howard.  Well,  Mr.  Chairman,  let  me  say  that  NAHB  rep- 
resents the  building  companies  rather  than  the  specific  building 
trades  and  the  subcontractors. 

I  will  say  that  to  the — and  I  am  not  sure  exactly  what  statistics 
you  have  that  would  show  that  our  industry  has  been  less  than 
perfect  in  its  performance  in  this  area — the  Home  Builders  Insti- 
tute is  something  that  we  formed  a  few  years  back  to  try  and  im- 
prove the  quality  of  the  work  force  and  the  training  that  goes  to 
younger  Americans  and  to  minorities  and  to  the  disadvantaged, 
and  that  is  something  that  our  association  takes  a  great  deal  of 
pride  in.  It  is  one  of  the  ways  that  we,  as  successful  entrepreneurs, 
would  like  to  reach  back  into  those  communities. 

Chairman  Rangel.  Well,  it  makes  sense  to  me,  but  what  rela- 
tionship do  you  have  with  the  actual  workers?  I  mean,  you  support 
the  targeted  jobs  credits,  but  you  don't  hire  the  people  yourself,  do 
you? 

Mr.  Howard.  What  we  do,  sir,  through  the  HBI  is  when  the  peo- 
ple who  are  being  trained  at  the  Job  Corps  centers  have  graduated, 
they  come  to  the  Home  Builders  Institute,  which  is  our  educational 
branch,  and  our  coordinators  then  take  them  to  construction  sites 
in  various  areas  to  work  with  various  of  our  members  who,  through 
their  projects,  have  committed  to  working  with  HBI,  and  we  bring 
those  newly  trained  employable  people  into  the  work  force  through 
that  system. 

So,  as  directly  as  we  can,  we  try  through  the  Home  Builders  In- 
stitute to  become  involved  with  minorities  and  some  of  the  dis- 
advantaged people. 

Chairman  Rangel.  OK  But  it  is  not  shocking  to  you  that  the 
construction  trade  unions  have  a  record  of  racism  in  the  past  and 
today.  I  mean,  that  is  not  news  to  you. 

Mr.  Howard.  Mr.  Chairman,  I  am  not  sure  that  it  would  be  ap- 
propriate for  me  to  comment  on  the  trade  union's  reputation.  I  can 
only  speak  for  NAHB  and  its  members,  sir. 

Chairman  Rangel.  But  I  thought  that  your  members  were  actu- 
ally training  people  in  order  to  do  the  work. 

Mr.  Howard.  Yes,  sir,  and  then  we  work  with  the  people  that 
are  actually  doing  the  employment  to  try  and  get  them  to  hire 
them  for  the  specific  projects. 

Chairman  Rangel.  And  in  most  of  those  cases,  these  are  unions 
that  have  to? 

Mr.  Howard.  No,  sir.  Most  of  the  Home  Building  sites  are  non- 
union sites. 
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Chairman  Rangel.  I  see.  Could  you  share  with  me,  if  you  know, 
the  number  of  minorities  that  are  being  trained  by  the  Home 
Builders  for  the  nonunion  work? 

Mr.  Howard.  I  don't  have  those  numbers  available,  sir,  but  I  will 
be  happy  to  respond  in  writing. 

[The  following  was  subsequently  received:] 
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Chairman  Rangel.  Grood,  because  if  it  is  something  that  you  feel 
proud  of,  then  I  certainly  think  that  we  should  have  you  disasso- 
ciate it  where  we  have  tne  problem,  and  I  will  do  all  that  I  can  to 
laud  the  work  that  you  are  doing  in  your  outreach  program. 

Continued  success,  Ms.  Harrison  and  United  Way,  and,  certainly, 
the  military  has  made  its  position  clear,  and  it  makes  a  lot  of  sense 
to  us.  We  apologize  for  the  length  of  time  you  had  to  stay  here.  It 
was  not  our  doing,  but  we  appreciate  the  fact  that  you  did  stay. 

This  committee  will  stand  adjourned,  subject  to  the  call  of  the 
Chair.  Thank  you. 

[Whereupon,  at  3  p.m.,  the  hearing  was  adjourned.] 

[Submissions  for  tne  record  follow!] 
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STATEMENT  OF  CHIEF  MASTER  SERGEANT  NORM  PARNES.  USAF 
(RETIRED),  AIR  FORCE  SERGEANTS  ASSOCIATION 
Mister  Chairman  and  distinguished  members  of  the   Subcommittees  on 
Select  Revenue  Measures  and  Human  Resources,  Committee  on  Ways  and 
Means,  thank  you  for  the  opportunity  to  present  views  today  on  behalf  of 
the   167,000  members  of  the  Air  Force  Sergeants  Association  (AFSA)  re- 
garding the  Earned  Income  Tax  Credit  (EITC). 

Mr.  Chairman,  AFSA  is  very  pleased  that  the  administration  has  proposed  a 
major  expansion  of  the  EITC  to  an  amount  that  is  intended  to  lift  working 
low-income  families  out  of  poverty.     We  understand  that  the  proposed 
changes  are  intended  to  offset  the  regressive  effect  of  the  proposed  energy 
tax  on  families  with  certain  income  limits,  and  we  certainly  support  that. 
Our  association  believes  these  changes  are  great  enhancements  to  the  EITC 
program;  however,  we  also  believe  that  we  must  first  correct  a  terrible 
injustice  that  has  been  with  us  for  quite  some  time. 

Visualize  a  young  airman  stationed  at  Andrews  Air  Force  Base,  Maryland, 
if  you  will.     This  young  airman  is  married,  has  one  child  and  lives  in  an 
apartment  in  Suitland,  Maryland.     His  wife  works  part-time,  and  with  their 
combined  salary,  they  just  barely  make  it  in  the  runaway  inflation  arena 
that  we  have  experienced  in  the  last  few  years.     They  do  have  a  couple  of 
things  going  for  them  though.     First,  they  qualify  for  food  stamps.     Yes, 
Mr.  Chairman,  I  said  food  stamps!     Can  you  imagine  being  a  member  of  the 
military  service  in  the  greatest  democracy  in  the  world  and  qualifying  for 
food  stamps?     Well  it's  true;  actually,  $24.5  million  in  food  stamps  were  re- 
deemed  by   lower  ranking  enlisted  personnel   in  military  commissaries   in 
1992,  but  that  is  not  why  we  are  here  today.     This  couple  also  qualifies  for 
the  Earned  Income  Tax  Credit  (EITC)  —  and  we  are  agreed  that  certainly 
helps  those  that  so  badly  need  the  credit,  or  why  would  we  be  here  today? 
However,  changes  in  this  young  couple's  budget-planning,  such  as  the  ad- 
ministration-proposed  military   pay   freeze   and   this   young   airman's   as- 
signment to  Ramstein  AB,  Germany,  devastate  their  lifestyle.     Upon  arrival 
in  Germany,  they  learn  that  the  Food  Stamp  Program  does  not  exist  on 
foreign  soil,  even  in  the  base  commissary;  his  wife  cannot  work  off-base; 
and  they  no  longer  qualify  for  the  Earned  Income  Tax  Credit  because  they 
are  outside  of  the  United  States.     That's  right,  Mr.  Chairman  and  members 
of  the  committee  —  they  are  now  ofli  eligible  for  EITC  (even  though  they 
still  qualify,  based  on  their  disposable  income)  as  they  were  back  in 
Maryland. 

Mr.  Chairman,   before  we  make  the  changes  requested  by   the  administra- 
tion —  and  we  do  support  those  changes  —  this  travesty  needs  to  be  cor- 
rected.    This  committee  can't  fix  the  food  stamp  problem  or  the  pay  prob- 
lem —  but  it  can  fix  the  EITC  problem,  and  that  will  be  a  start.    Please  don't 
ignore  this  problem  as  so  many  others  have  before  you. 

The  Earned  Income  Tax  Credit  for  all  military  personnel  who  qualified  was 
included  in  last  year's  H.R.   11,  which  was  vetoed  by  then  President  Bush. 
Mr.  Chairman,  AFSA  is  asking  that  you  include  EITC  for  military  personnel 
stationed  overseas  in  any  changes  that  are  effected  to  the  tax  laws  this 
year.     Fairness  and  equity  are  required  in  this  case,  and  we  ask  the  com- 
mittee to  please  support  this  issue. 

Thank  you  for  allowing  us  the  opportunity  to  provide  this  testimony  on 
behalf  of  our   membership. 
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The  Honorable  Charles  B.  Rangle 

Chairman,  Subcommittee  on  Select  Revenue  Measures 

& 

The  Honorable  Robert  T.  Matsui 

Chairman,  Subcommittee  on  Human  Resources 

U.S.  House  o£  Representatives 

Washington,  DC  20515 

Dear  Chairman  Rangle  and  Chairman  Matsui: 

Although  we  are  unable  to  appear  before  your  March  30  Joint 
hearing  on  welfare  reform,  we  are  pleased  to  submit  these 
suggestions  for  your  consideration  and  for  the  record.   We  will 
not  review  the  arguments  for  employer-provided  non- job-related 
educational  assistance  as  we  believe  you  and  the  members  of  the 
subcommittees  agree  that  the  merits  of  the  program  are  evident 
and  that  the  program  must  be  stabilized  by  making  it  permanently 
retroactive  to  July  1,  1992.   Our  comments  below  explain  the  need 
for  special  procedures  for  Form  W-2  corrections,  tax  refunds  and 
penalty  waivers,  to  allow  employers  to  correct  reporting  and 
withholding  mistakes  created  by  the  confusion  over  whether  Sec. 
127  would  be  extended  again. 

Correcting  for  H.R.  127  -  Educational  Assistance 

The  1992  status  flip-flop  bred  non-compliance.   When  the  tax 
break  expired  on  July  1,  1992  many  employers  did  nothing  because 
they  expected  a  repeat  of  prior  years'  experience  when  taxfree 
status  would  be  restored  before  year  end.   When  the  veto  of  H.R. 
11  in  November  settled  the  issue,  some  employers  scrambled  to 
recharacterize  their  tuition  reimbursements,  others  didn't. 
Anecdotal  evidence  suggests  an  even  split  between  compliance  and 
non-compliance. 

ASPM  conducted  a  survey  in  March  1993  among  a  stratified  sample 
of  our  members  to  provide  empirical  evidence  as  to  employer 
reaction  to  the  1992  lapse  in  educational  assistance. 
Respondents  were  people  in  charge  of  payroll  at  firms  ranging 
from  110,000  to  140  employees  and  handled  educational  assistance 
for  a  total  of  41,442  employees.   Of  50  respondents,  24  reported 
that  they  deemed  educational  assistance  to  be  taxable  income  last 
year  (15  in  July  plus  another  nine  by  December),  but  26  did  not 
act  on  the  tax  status  change  because  they  expected  Congress  to 
extend  Sec.  127. 

Thus  employers  are  caught  in  a  50/50  split  between  compliance  and 
non-compliance.   If  the  tax  break  for  educational  assistance  be 
restored  retroactively,  employers  who  were  non-compliant  in  1992 
will  be  made  whole  but  employers  who  complied  with  the  status 
change  during  1992  will  become  non-compliant.   If  the  tax  break 
be  restored  prospectively  in  1993,  the  tables  are  turned.   Under 
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either  alternative,  the  number  of  corrections  that  will  be 
required  is  tremendous.   There  would  be  a  flood  o£  corrected  1992 
W-2s,  amended  1040  returns  and  corrected  941  tax  returns 
resulting  in  administrative  disaster  not  only  for  employers  but 
for  employees,  the  Internal  Revenue  Service  and  the  Social 
Security  Administration.   We  therefore  urge  Congress  to  provide 
special,  one-time-only,  relief  from  normal  procedures  for  making 
corrections  to  1992  educational  assistance  reports.   Penalties 
also  should  be  waived  because  of  the  circumstances  that  were  so 
confusing  that  one  half  of  all  employers  reported  and  withheld 
incorrectly  (reporting  income  for  income  tax,  social  security 
tax,  and  medicare  tax,  respectively)  whether  Sec.  127  is  extended 
retroactively,  prospectively,  or  not  at  all. 

Alan  Herkowski,  Eaton  Corporation,  Cleveland,  Ohio  suggests  on 
behalf  of  the  members  of  ASPM  that  compliant  employers  make  1992 
adjustments  on  their  information  reports  and  tax  returns  for  tax 
year  1993  by  (1)  reporting  1992  educational  assistance 
reimbursements  after  June  30,  1992  as  a  negative  number  in  Box  14 
of  the  W-2  for  1993  earnings,  and  (2)  by  reducing  1993  wages  by 
the  same  amount  in  Boxes  1,  3  and  5.   The  payroll  system  would 
make  all  computations  from  the  net  amount  of  wages  in  the  usual 
manner  so  by  the  end  of  1993  employer's  and  employees'  wage  and 
tax  reports  and  returns  would  be  correct.   There  would  be  no  need 
to  issue  corrected  1992  information  reports  and  tax  returns 
except  for  1992  recipients  no  longer  on  the  1993  payroll. 

Example:   The  1993  W-2  for  an  employee  who  received  $1,000 
educational  assistance  deemed  taxable  in  1992  and  who  earns 
$40,000  in  1993  would  show  $1,000  1992  educational  assistance  as 
a  negative  figure  in  Box  14  and  $39,000  in  Boxes  1,  3  and  5. 

If  educational  assistance  is  not  restored,  or  is  restored  only 
prospectively,  the  1992  compliant  employer  need  do  nothing  but 
the  non-compliant  must  correct  its  records  by  adding  educational 
assistance  (not  formerly  reported)  to  Box  14  and  to  taxable 
wages. 

Example:   The  1993  W-2  for  an  employee  who  received  $1,000 
educational  assistance  that  was  not  deemed  taxable  income  in  1992 
and  who  earns  $40,000  in  1993  would  show  $1,000  1992  educational 
assistance  as  a  positive__XljgTJre  in  Box  14  and  $41,000  in  Boxes  1, 
3  and  5. 


We  most  emphatically  urge  you  and  the  members  of  the 


subcommittees  to 
mechanisms  in  the 


include  authorization  of  these  correcting 
legislation  that  restores  the  tax  break  for 
ducational  assistance. 
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American  Society  for  Payroll  Management 

P.O.  Box  1221,  New  York,  NY  10025 

212-662-6010 


Survey  on  Educational  Assistance 

ASPM  conducted  a  blind  survey  among  a  stratified  sample  of  its  members  in 
March  to  determine  members'  reactions  to  the  1992  change  in  tax  status  of 
employer-provided  non- job-related  educational  assistance.   Such  payments 
were  deemed  taxable  income  after  June  30,  1992  when  the  IRC  sec.  127 
exclusion  expired.   Fifty  respondents  took  part  in  the  survey,  which  is 
tabulated  on  page  2.   The  number  of  employees  on  the  respondent's  payrolls 
ranged  from  110,000  to  140  and  totalled  788,982  employees.   The  results  of 
the  survey  showed  that: 

1.  Educational  assistance  is  widely  available.   Out  of  the  total 
number  of  employees  represented  in  the  survey,  677,991  (86%)  were  eligible 
for  all  types  of  educational  assistance  [Question  1. 11.   Reimbursements 
were  made  to  41,442  employees,  representing  6%  of  all  eligible  employees 
[QI.2]. 

2 .  Educational  assistance  isn't  restricted  to  iob-related  courses. 
Only  8  (16%)  of  respondents  reported  this  as  their  company's  policy 
IQ1.3.a-c.l.   Respondents  reported  that  tuition  reimbursement  for  courses 
taken  in  1992  amounted  to  $13.6  million  (QI.4)  but  that  $2.7  million  (19%) 
was  deferred  for  payment  in  1993  when,  presumably,  they  expected  the  tax 
status  would  be  stabilized  (QI.Sl. 

3.   Compliance  with  the  tax  status  change  was  poor.   The  division  between 
employers  who  complied  with  the  tax  status  change  and  those  who  did  not  was 
23  (46%)  and  27  (54%)  respectively  [QI.6].   Compliance  was  not  immediate, 
as  8  of  the  23  compliant  respondents  (35%)  reported  that  they  waited  for 
relief  until  November  and  December  and  then  complied  [Qll.ll.a-bl. 

4 .   Educational  assistance  to  higher-paid  employees  is  not  the  rule. 
Respondents  reported  on  average  that  90%  of  their  reimbursements  went  to 
employees  who  earned  less  than  the  1992  $55,500  social  security  taxable 
wage  base,  and  97%  earned  less  than  the  $130,200  Medicare  taxable  wage  base 
[Q11.12.a-b. ) . 

•  •» 
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Statement  of  Louis  Nii&ez,  President 
The  National  Puerto  Rican  Coalition 

Hearings  on  Selected  Aspects  of  Welfare  Reform 

Committee  on  Ways  and  Means 

Subcommittees  on  Select  Revenue  Measures  and  Human  Resources 

AprU  30,  1993 


Congressman  Rangel,  Congressman  Matsui,  and  members  of  the  Subcommittees  on 
Select  Revenue  Measures  and  Human  Resources,  I  wish  to  thank  you  for  allowing  me  the 
opportunity  to  provide  you  with  the  National  Puerto  Rican  Coalition's  (NPRC)  views  on 
selected  aspects  of  welfare  reform,  the  effectiveness  of  the  Earned  Income  Tax  Credit 
(EITC)  and  the  Targeted  Jobs  Tax  Credit  (TJTC)  in  helping  to  reduce  the  high  poverty  rate 
within  the  Puerto  Rican  community,  and  the  need  for  job-related  incentives  to  distressed 
areas.  The  National  Puerto  Rican  Coalition  is  a  membership  association  composed  of  over 
five  hundred  Puerto  Rican  community-based  organizations  and  leaders.  NPRC's  goal  is  to 
further  the  social,  economic  and  political  well-being  of  the  more  than  six  million  Puerto 
Ricans  throughout  the  United  States  and  Puerto  Rico. 

To  begin,  I  would  like  to  make  three  brief  comments  about  the  Puerto  Rican 
community: 

1.  As  United  States  citizens,  Puerto  Ricans  migrate  freely 
between  the  mainland  and  the  Island  —  maintaining 
close  familial  and  economic  ties  to  each; 

2.  Ninety  five  percent  of  all  mainland  Puerto  Ricans  live  in 
urban  areas  and  75%  live  in  central  cities,  representing 
the  most  urbanized  ethnic  group  in  the  US;  and 

3.  Puerto  Ricans  are  nearly  three  times  as  likely  to  live  in 
poverty,  drop  out  of  high  school  at  a  rate  exceeding  50% 
in  some  major  cities  such  as  New  York  and  Boston,  have 
home  ownership  rates  that  are  one-third  the  national 
average,  and  suffer  from  AIDS  and  substance  abuse  in 
extremely  high  numbers  when  compared  to  the  general 
population. 


POVERTY  WITHIN  THE  PUERTO  RICAN  COMMUNTTY 

Although  significant  numbers  of  Puerto  Ricans  in  the  United  States  have  entered  the 
economic  mainstream,  the  fact  still  remains  that  the  current  poverty  rate  of  40%  among 
Puerto  Ricans  is  nearly  three  times  the  national  average.  The  unemployment  rate  for 
Puerto  Ricans  is  also  higher  than  that  of  any  other  Hispanic  communities.  This  social 
phenomena  deserves  national  attention  and  special  concern. 

Concentrated  in  cities  that  have  suffered  a  collapse  of  the  industries  that  employed 
them;  the  breakdown  of  family  and  community  links,  as  well  as  the  ensuing  isolation  of 
individuals  in  increasingly  smaller  family  units  and  the  deterioration  of  their  living 
environment;  circulatory  migration  to  and  from  the  island  of  Puerto  Rico,  coupled  with  the 
parallel  economic  and  social  crisis  there;  and  the  lack  of  institutions  to  perform  the  binding 
role  that  the  Churches  performed  in  the  African-American  communities  -  all  these  factors 
have  contributed  to  the  deterioration  of  our  social  and  economic  network,  and  makes  the 
Puerto  Rican  case  specially  troubling  and  deserving  of  attention. 

A  demographic  profile  of  the  Puerto  Rican  community  reveals  the  following  sobering 
statistics:  Puerto  Rican  labor  force  participation  is  the  lowest  when  compared  to  other 
Hispanics  and  the  general  population;  during  1990,  the  unemployment  rate  for  Puerto 
Ricans  rose  by  23  percentage  points;  Puerto  Rican  youth  experience  a  particularly  high  rate 
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of  unemployment;  in  1990,  the  median  money  income  for  mainland  Puerto  Ricans  was 
$16,200,  the  lowest  in  the  nation;  and  fmally,  Puerto  Rican  children  are  the  poorest  in  the 
nation. 

Puerto  Ricans  also  have  the  highest  rate  of  families  living  below  the  poverty  line. 
In  1991,  the  rate  for  Puerto  Rican  families  was  39.7%,  an  increase  of  22  percentage  points 
from  the  previous  year.  The  high  poverty  rate  among  Puerto  Rican  families  may  be  related, 
at  least  in  part,  toMw  high  proportion  of  families  maintained  by  females  without  a  spouse 
present.  In  1990,  64.4%  of  the  Puerto  Rican  families  maintained  by  a  female  without  a 
spouse  present  lived  in  poverty. 


THE  IMPORTANCE  OF  THE  ETTC  FOR  THE  PUERTO  RICAN  COMMUNITY 

The  President's  proposed  expansion  of  the  Earned  Income  Tax  Credit  (EITC)  would 
raise  millions  of  Puerto  Rican  working  families  closer  to,  or  above,  the  poverty  line  because 
it  is  one  of  the  single  largest  anti-poverty  initiatives  in  recent  memory.  In  fact,  families  of 
up  to  four  people  that  have  a  full-time  worker  would  no  longer  be  poor  if  the  family  also 
receives  food  stamps'.  The  proposal  also  would  help  offset  the  effects  of  the  proposed 
energy  tax  on  low-income  working  Puerto  Rican  families,  ensuring  that  the  tax  does  not 
push  those  families  deeper  into  poverty. 

Low-income  Puerto  Rican  families  who  are  working  will  be  assisted  by  the  EITC 
because  it  is  a  tax  credit  for  families  that  work,  live  with  their  children,  and  have  low  or 
moderate  incomes.  The  EITC  is  a  "refundable'  credit,  which  means  that  even  woricing 
families  whose  incomes  are  too  low  to  owe  income  tax  receive  it. 

Because  only  working  families  qualify  for  the  EITC,  it  will  encourage  Puerto  Ricans 
to  work  more  and  will  reward  such  achievements.  Moreover,  for  those  Puerto  Rican 
families  who  earn  little,  EITC  beneflts  rise  with  earnings,  thereby  encouraging  more  work. 
Welfare  eligibility  rules  are  considerably  more  restrictive  for  two-parent  families  than  for 
single-parent  families.  Because  with  the  EITC  no  such  differential  treatment  exists,  in 
recent  years,  the  EITC  has  become  increasingly  important  for  poor  and  near-poor  working 
Puerto  Rican  families. 

One  very  important  consideration,  however,  is  the  need  for  federally  sponsored  EITC 
outreach  in  low-income  Puerto  Rican/  Hispanic  communities.  The  federal  government  must 
target  its  outreach  efforts  on  the  Spanish-speaking  population,  many  of  whom  are  eligible 
to  receive  the  EITC.  Particularly  in  Puerto  Rican  communities  where  a  large  number  of 
the  population  live  below  the  poverty  line,  EITC  outreach  is  essential. 


THE  IMPORTANCE  OF  THE  TJTC  FOR  THE  PUERTO  RICAN  COMMUNITY 

Similar  to  the  expansion  of  the  EITC,  the  proposed  permanent  extension  of  the 
Targeted  Jobs  Tax  Credit  (TJTC)  and  expansion  of  the  credit  to  include  youth 
apprenticeships  and  enterprise  zone  residents  would  help  ameliorate  high  levels  of  poverty 
in  the  Puerto  Rican  community.  Because  the  TJTC  encourages  employers  to  hire  persons 
from  targeted  groups  with  special  employment  needs,  Puerto  Rican  workers  have  benefitted 
from  the  program  since  its  inception  in  1979. 

According  to  the  1990  census,  the  median  age  of  Puerto  Ricans  is  23.7.  Coupled  with 
the  highest  family  poverty  rates  in  the  United  States,  an  expansion  of  coverage  of  TJTC  to 
23  and  24  year  old  workers  is  of  critical  importance. 

In  order  to  lift  the  Puerto  Rican  community  from  poverty.  NPRC  urges  Congress  and 


The  proposal  assumes  thai  the  nunimum  wage  will  be  indexed  so  it  keeps  pace  with  inflatioa,  a  step 
President  Clinton  proposed  during  his  campaign. 
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the  Clinton  administration  to  permanently  continue  and  expand  the  TJTC  so  that  it  remains 
true  to  its  purpose:  providing  job  opportunities  for  the  most  disadvantaged  workers. 


JOB-RELATED  INCENTIVES  TO  DISTRESSED  PUERTO  RICAN  AREAS 

The  National  Puerto  Rican  Coalition  supports  a  proposal  which  aims  at  using  Section 
936  funds  presently  invested  in  Puerto  Rican  financial  institutions  (approximately  $12 
billion)  to  support  mainland  community  development  activities.  NPRC  maintains  that  a  936 
lending  program  could  ease  the  economic  devastation  of  the  proposed  reform  of  Section  936 
on  Puerto  Rican/ Hispanic  communities.  The  special  provision  would  allow  for  the 
investment  of  earnings  from  companies  operating  in  Puerto  Rico  to  fmance  qualified 
projects  in  economically  distressed  areas  in  the  United  States. 

Such  a  program  would  have  objectives  congruent  with  the  President's  national 
economic  plan  which  aims  to  foster  community  economic  development  and  job-creation. 
Because  of  the  high  levels  of  poverty  in  the  Puerto  Rican  community,  the  936  lending 
program  should  focus  its  efforts  on  Congressional  districts  with  5%  or  more  Puerto 
Rican/  Hispanic  populations.  According  to  a  recent  report  based  on  1990  Census  data,  there 
are  at  least  43  districts  that  meet  this  criteria  in  states  such  as  Connecticut,  Florida,  Illinois, 
Massachusetts,  New  Jersey,  New  York,  and  Pennsylvania.  (See  Table  1) 

It  is  essential,  therefore,  that  changes  in  Section  936  be  made  based  on  a  recognition 
of  the  unique  status  of  Puerto  Rico  and  the  continued  need  for  the  retention  of  Section  936 
funds  on  the  Island. 


ADDITIONAL  RECOMMENDATIONS  REGARDING  WELFARE  REFORM 

To  ease  the  transition  from  welfare  to  work,  additional  reforms  are  needed  with 
regard  to  the  welfare  system.  The  following  recommendations  are  to  compliment  any 
changes  in  the  current  tax  laws  which  provide  work  incentives  for  low-income  families: 

•  The  number  of  bilingual  welfare  counselors,  social  workers,  and  educators  who  are 
sensitive  to  the  Puerto  Rican  culture  must  be  increased  so  that  they  can  provide 
better  quality  services  to  Puerto  Ricans  in  need  of  assistance. 

•  Counseling  and  psychological  support  are  essential  for  most  participants  in  JOBS 
programs,  especially  for  AFDC  mothers  bom  in  Puerto  Rico  as  well  as  for  those 
mothers  facing  impediments  in  moving  toward  self-sufficiency. 

•  To  ensure  that  Puerto  Ricans  falling  within  federally  targeted  groups  for  participation 
in  welfare-to-work  programs  fully  benefit  from  services,  two  things  are  essential: 

1.  Programs  must  be  marketed  in  an  honest  and  straightforward  manner. 
In  order  to  make  participants  understand  the  relationship  between 
program  provisions  and  program  practice,  programs  mtist  be  described 
in  ways  that  provide  participants  with  realistic  expectations  of 
outcomes,  yet  do  not  undermine  their  enthusiasm. 

2.  Programs  must  be  offered  to  participants  who  are  physically  and 
mentally  ready  to  participate.  A  participant  with  severe  human  capital 
deficits  and  acute  personal  problems  who  does  not  feel  ready  for 
intervention,  will  not  be  receptive  to  change.  Thus,  prior  to  the 
provision  of  services,  programs  might  need  to  overcome  the  reluctance 
and  even  hostility  of  participants  whose  attitudes  are  reinforced  by 
bureaucratic  modes  of  operation. 

•  JOBS  participants  should  be  allowed  to  choose  among  various  child-care  options. 
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including  family-based  care.  This  is  critical  for  Puerto  Ricans,  who  often  prefer  to 
leave  their  children  with  relatives  or  in  other  home-based  settings. 

Asset  limits  for  AFDC  recipients  must  be  increased.  This  can  be  achieved  by 
allowing  individuals  receiving  welfare  benefits  to  keep  whatever  assets  they  might 
have  accumulated,  thus  ultimately  making  the  transition  from  welfare  to  work  easier. 

Child  support  payments  should  be  paid  directly  to  the  family  so  that  the  parent  would 
directly  see  the  amount  of  support  being  provided. 

Educational  services  must  be  improved  to  provide  more  qualified  bilingual  instructors 
who  recognize  that  Spanish-speaking  participants  need  additional  training  and  time 
to  overcome  barriers  due  to  limited-English-proficiency  and  limited  job  skills. 


Congressman  Rangel,  Congressman  Matsui,  and  members  of  the  Subcommittees  on 
Select  Revenue  Measures  and  Human  Resources,  Puerto  Ricans  in  the  United  States  are 
law-abiding  citizens  who  care  about  their  families.  To  provide  equal  opportunities  for  aU 
Puerto  Ricans,  quality  investments  must  be  made.  The  National  Puerto  Rican  Coalition  and 
the  Puerto  Rican  community  expect  no  more  or  no  less  from  the  federal  government. 

Once  again  thank  you  for  the  opportunity  to  submit  a  written  statement.  Any 
questions  would  be  welcomed. 


Please  direct  questions  to: 

Susan  Monaco 

PoNcy  Analyst 

National  Puerto  Rican  Coalition,  Inc. 

1700  K  Street.  NW,  Suite  500 

Washington,  DC  20006 

(202)  22»^15.  ext.  29 
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TABLE  1 

REPRESENTATIVES  OF  THE  DISTRICTS  WITH  THE  LARGEST 

PUERTO  RICAN/ HISPANIC  CONCENTRATIONS  (5%  &  OVER) 

APRIL  1,  1993 


STATE 

NAME 

DISTRICT 

% 
HISP. 

%PR 

Coonectkut 

Barbara  B.  KenneUy  (D) 

1 

10 

8 

Rosa  DeUuro  (D) 

3 

5 

3 

Christopher  Shays  (R) 

4 

11 

7 

Gary  A.  Franks  (R) 

5 

6 

4 

Florida 

John  L.  Mica  (R) 

7 

6 

3 

BiU  McCoUum  (R) 

8 

11 

6 

Sam  M.  Gibbons  (D) 

11 

14 

4 

Illinois 

Luis  V.  Gutierrez  (D) 

4 

65 

15 

Dan  Rostenkowski  (D) 

5 

13 

3 

Massachusetts 

John  W.  Olwr  (D) 

1 

5 

4 

Richard  E.  Neal  (D) 

2 

6 

6 

Martin  T.  Meehan  (D) 

5 

8 

5 

Joseph  P.  Kennedy  11  (D) 

8 

11 

4 

Joe  Moakley  (D) 

9 

5 

2 

New  Jersey 

Robert  E.  Andrews  (D) 

1 

6 

5 

William  J.  Hughes  (D) 

2 

7 

5 

Christopher  H.  Smith  (R) 

4 

5 

3 

Frank  Pallone,  Jr.  (D) 

6 

6 

3 

Herbert  C.  Klein  (D) 

8 

18 

8 

Robert  G.  Torricelli  (D) 

9 

11 

3 

Donald  M.  Payne  (D) 

10 

12 

5 

Robert  Menindez  (D) 

13 

41 

17 

New  York 

George  Hochbrueckner  (D) 

1 

5 

2 

Rick  A.  Lazic  (R) 

2 

10 

3 

Gary  L.  Ackennan  (D) 

5 

7 

2 

Floyd  H.  Flake  (D) 

6 

17 

6 

Thomas  J.  Manton  (D) 

7 

21 

8 

JerroW  Nadler  (D) 

8 

13 

6 

Charles  E.  Schumer  (D) 

9 

8 

4 

Edolphus  Towns  (D) 

10 

20 

13 

Major  R.  Owens  (D) 

11 

12 

5 

Nydia  M.  Vellzquez  (D) 

12 

58 

29 

Susan  Mohnari  (R) 

13 

7 

4 

Carolyn  B.  Mak>ney  (D) 

14 

11 

5 
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STATE 

NAME 

DISTRICT 

HISP. 

%PR 

New  York 

Charles  B.  Range;  (D) 

15 

46 

17 

Jos6  E.  Serrano  (D) 

16 

60 

43 

Eliot  L.  Engcl  (D) 

17 

29 

19 

Nia  M.  Lowey  (D) 

18 

10 

3 

Hamilton  Fish,  Jr.  (R) 

19 

5 

2 

Benjamin  A.  Oilman  (R) 

20 

6 

3 

Peimsylvania 

Thomas  M.  Foglietu  (D) 

1 

10 

8 

Robert  A.  Borski  (D) 

3 

5 

3 

Paul  McHale  (D) 

15 

5 

4 

National  Puerto  Rican  Coalition,  Inc. 
Source:  Bureau  of  the  Census,  1990. 
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Parents    for   Justice,    3  Pleasant    St.,    Concord,    N.H.    03301    .    (b03)746-4817 
flduocacy   for  Loiu   income   Single   Parents   in    N.H. 

Teatimony 

of 

Sara    Oustin 

Lo-director,   Parents   for   Justice 

for 

Tne   Sub-Lommittee   on   Select    Revenue  Ueasures 

Committee   on    lUays   and  Dfleans,    U.S.    House   of    Representatives 

on 

Selected  Aspects   of    lUelfare   Reform 

I    mill    address   myself    to    tiuo    of    the    issues    identified   by    the   committee, 
the    expansion    of    the    EITC    to   lift    families    luith   one   full    time   luorker   earning 
minimum   uiage    above    the   poverty    line;    and    the    interaction    of    the    EITC    uiith 
other  Federal    programs   and  policies   uihich   effect   the   disposable   income      of 
loup-income    workers    and    their    incentives    to    uiork,    especially    the      AFDC 
program. 

Expanding    the   EITC    and    Economic    Realities    in    N.H.r       The      Presidenfs   proposal 
that    the  Earned    income    tax   credit    be    expanded    so    that,    combined    luith    the 
income    from    a    minimum    luage    job,    it    brings    a    family    uiith  one  full-time    luorker 
above    the   Federal    poverty    line,    is   of    course   most    u/elcofne    to   us.       Since    the 
average    single   parent    family    in   N.H.    contains    three   people,    tiuo   children 
and   a   mother,    and    the    income    of    a   minimum    luage    job,    approximately    $770    a 
month,    is    about    $200    a   month    short    of    the   poverty    line   for   a    family    of    that 
size,    a    rough    doubling    of    the      basic    maximum   LIC   credit   from   the   current 
11584  per   year    to    524U0    per   year    mould   suffice    to   accomplish    that    goal,    if 
the  credit   u/ere   also  properly    indexed   to      reflect   the   higher  poverty   line 
levels   for  larger   families,    unfortunately,    luhile   this   mould   certainly    help, 
it  mould   still   leave   us   u/ith    serious  problems   of    single  parent   poverty    in 
N.H.^,    if   poverty    is   measured   on   a   real    scale    rather   than   the   official    one. 

Ule   do  have  minimum   luage   jobs   in    N.H.,    but   they    are   rarely   held,    for  very 
long,    by    single   parents   because   the   uiage   is   grossly   inadequate   to   support 
children.      They   are  primarily    held   by    teenagers   and   other   single  persons 
u)ho   live    in    supportive    situations,    especially    the   handicapped,      Ulhat    is 
available,    and   filled   by    luorking  class    single  parents   in   N.H.,    is   a   uiide 
variety    of    jobs   uihich   pay    $6.50   an   hour,    or  1,118   a   month,    $13,416  a   year, 
someiuhat    above    the   poverty    line,    but    also    luidely    recognized   as    inadequate    to 
meet    the   fundamental    needs    of    a    N.H.    family.    One   member   of    my    Goard   uho   is 
a   high   school    educated   morking   parent   finds   she   has   to   uork    60    hours   a   lueek 
at   this   u/age   to   meet   the  minimal   needs   of    her  family    of    tiuo   daughters,   10 
and  17,    grossing   $1,677   a   month.      Her   experience   reflects   quite  accurately 
the    findings    of    the    state   legislature's    Committee   for    SB    153,    uihich   concluded 
in   1991,    on    the   basis   of    the   study    of    minimal   family   budgets   uhich   they 
■     commissioned,    that    a    family    of    three    uiith  onefull-time   uiorking   parent   and 
no   child   care   expenses   at   all    luould   have   to   gross   approximately$1743   a 
month,    if    it    uiere   not    to    go    without    some    essential   item. 

In   fact,    at   $1577   a   month,      this   family    does   go   uithout   something   the   study 
considers   essential,    health   insurance  for   the  children.      She   buys,    through 
her    employer,    a   partially    subsidized   policy    for   herself  'uihich   costs   her    $40 
a   month.    This   is   essential    to   her,    because,    at   fifty^    her   health   is   increasingly 
uncertain.      Houiever    it    does   not   make    sense    to    go    short    on    food,    car    rEjoairs. 
heating   oil,    or    the    "lortgage   payment    to   buy    the   same   coverage   for   her   daughters, 
especially    since   the    $40    is   needed   to   pay   for  medical    services  not   covered 
under   the   deductible  provisions   of    the  policy.      And,    at   this  level    of   income, 
the   family    is    still    unstable,    primarily    because   of    the   long   hours    she   must 
put   in.      She   does   not   feel    that   her   body    will    be   able   to   sustain   a   7:30    AIII 
to   7:30   Prn  five   day    a   uieek    schedule   indefinitely    in   a    job   that   entails" 
constiderable   heavy   lifting    (she   takes  aare   of   people   incapacitated   by 
retardation    or   disease).      There   is  not  enough   recuperation    time.      She 

privately    predicts    to   me    that    the    family    uiil'.    be    back    on    AFOC    sometime  next 
year. 

It  is  evident  that  if  the  goal  of  the  president's  family  policy  is  to  make 
sure  that  families  uiith  one  parent  uiorking  full  time  do  not  live  in  poverty 
in    the    real    meaning   of    that    uiord,    the    EIL    uiould   have   to   be   much   higher   thart 


196 


82400   a  year.      Forty   hours   a   meek   at   $fa.5U   an   hour   grosses      JlliB        a  month. 
The   N.H.   minimal   budget  figure  for  a   family    of   three,    adjusted   for   the   t% 
inflation    uie   haue   experienced    since   the   budgets   luere   compiltd   in   1990,    is 
$1847   a   month,,  more   than  tVOO    hioher.    A    realistic    LIC    uihich   uias   designed   to 
make   sure    that    single   parents      raising   children    in    N.H.    mere   not   living   in    real 
pouerty    or  forced   into  unsustainable  u/ork    schedules, mould  need   to   top   out 
at    something  like    JU400    a   year,    not    J24D0,    and   be   applied   thro .gh    a    spectrum 
of   incomes   luhich  centered   at   about  $13,416  a   year    (the  yearly    income   of   a 
$b.50/hr   uiorker).      At   the  very    least,    an   EIC   maximum   of    $2400    should   be 
applied  fully   to   incomes  up   to   Ji9V64  for   a   family    of    three    (the  yearly   gross 
of    a   family   making   $1047    a   month,    les:    $2,400),    and   adjusted   upiuard    in    families 
where  there  are  more   than    tiuo  children. 

It   should   be  noted   that    if   national    health    insurance    is   established,    these   cost 
can    be    reduced   significantly.       The   N.H.    study    budgets    included   approximately 
$200    a   month   for   medical    care.       Ihe   subtraction. of    this   figure    reduces    the 
gap    betiueen    a    b.50/hr   earners   monthly    income   and   monthly    minimal    family 
budget    to    $500    a   month,    and    the    optimal    EIC    to    56000/year.       It   shoula      also 
DB   noted   that    the   figures    I    am    uiorking   luith   abouc   do   not   contain    any   money 
for  child   cars    luhatsoeuer.      The   minimal    family    budgets    in    the   N.H.    study 
contain    an    extra    $130    a   month   Tor   families    iiiith   children    young   onouah   to 
require   after   scltool    care,    and   approximately    $035    a   month   tor   a   family    of 
three   luith   tiuo   perschool    children    requiring   full    time   care.       In    as   far   as 
child   care   is   not    subsidized    (ana   in    im.H.    lue    subsidize   it   heawiiy),    a    realistic 
EIL    mould   haue   to    becorrespondinply  higher.       in   fact,    the   costs    of    properly 
subsidizing   a   mother   uiith   pre-school    children    so   she   can    afford   to   hold   ooiun 
a    $t).bO    an    hour    job   are   staggering;    a    $7U0    a   month   income   subsidy   plus   a 
$bj5    a   month   child   care   subsidyis    $i:i5u    a   month,    or   more   than    she   can   make. 
Possibly  itis    time    to   take   an    unbiased   look    at   the   value   of    her   luork    as   a 
child    rearer   during  her  children's   pre-school    years    to   us    and   our   society, 
and   try    to   make   the   AFUC    system   u/ork    for   her    instead,      uje   could   accomplish'' 
this   by   combining   uiork    and   luelrare   for   mothers   uiith   pre-school    children,    rather 
than    attempting  to   push    them   touiards   an    iliusiory    and   unobtainable    self- 
sufficiency. 

Ihe   Incentive   to   u/ork   and   fl^  PL   Program  tarned   In  come   Disregards: 

One    of    the    most    serious    disincentives     to    workiog    outside    the    home 

which    faces    the    low    income    sinBle    parent    population    we   represent 

is   the   treatment    of    earned   income   by    the   AFDC 

program.       As    you    are    undoubtedly    aware,     four    months    after    a    mother 

raising    very    young    children    on    AFDC    takes    on    a    part-time    job,     all    but 

$30    of    her    earnings, over    and    above    a    $90 "work    expense    disallow" 

designed    to    cover    her    payroll    deduct  ions  ,  are    deducted    from    her    grant, 

and    at    the    end    of    a    year,     even    this    $30    take-home    is    no    longer 

permitted.       In    addition,     if    the    father    of    her    child    is    paying    the 

AFDC    agency    child    support,     the    young    mother    wishing    to    increase 

her    childrens"     prosperity    by    taking    on    a    part-time    job    encounters 

a    very    complicated    and    tricky    situation     indeed.        If    his    payments    are 

reasonably    high,     $400    or    $500    a    month,     earning    as    little    as    $25/raonth 

gross    may    be    enough*     when    added    to    to    his    support    payment, to    disqualify 

her    from    AFDC    altogether     .        Immediately    she    loses    access    to    JOBS 

benefits    and    with    them    her    capacity    to    continue    her    education    or 

to    train    for    a    more    skilled    occupation,     to    Emergency    Assistance,     and 

shortly    enough    thereafter,       her    families    medical     insurance.     She    will 

be    receiving    her    child    support    directly,     but    her    family    will    be 

worse    of f . 

The  N.H.  AFDC  grant  is  $516  a  month  for  a  family  of  three,  fairly  high- 
end  as  grants  go  in  this  nation,   but  severly  inadequate  to  meet 
even  the  most  minimal  needs  of  a  family  in  this  rural  northern  state 
where  home  heating  oil  and  a  function  ins   vehicle  are  both  necessities, 
and  in  which  the  saga  of  Soabrook  has  saddled  us  with  one  of  the 
highest  utility  rates  in  the  country.   At   this  level  of  income, famil ies 
are  subjected  to  deprivations  which  are  both  dangerous  and  cripplir>g, 
as  I  detailed  in  testimony  submitted  to  the  Human  Resources  Committee  on  3/26/93 
on  the  subject  of  "Trends  in  Spending  and ' Casel oads  f or  AFDC".   The 
deprivations  are  of  a  nature  to  severly  handicapp  tne  attempts  of  the 
AFDC  caseheads  to  enter  education  and  job  training  programs  when  their 
youngest  child  reaches  three,  or  subsequently  to  move  into  the  work 
force.   The   capacity  to  do  both  these  things  in  N.H.  depends  upon 
a  certain  minimal  level  of  health  in  the  mother  and  the  child  (N.H. 
employers  do  not  have  much  patience  with  employees  who  need  to  take 
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frequent    days    off    to    care    for    a    sick    child),     and    the    financial 
ability    to    maintain    a    working    car.       The    mothers    I    have    talked       to 
this    year    haven't    even    been    able    to    buy    soap    after    they    paid    the 
rent    and    begged    the    utility    payment    from    town    welfare. 

I    talked    to    many    AFDC    parents    this    year    about    the    possibility      of 
working    part-time    jobs,    because    I    needed    to    search    out    individuals 
who    would     testify    in    favor    of    an    AFDC    work     incentive    bill    which    is 
progressing    through    the    state    legislature    this    rpring.       Even    though 
they    were    often    the    mothers    of    very    young    children    indeed,     they    were 
universally    enthusiastic    about     the    prospect.       The    Division    of    Ifuman 
Services,     however,    does    not    encourage    them    to    utilize    the    current 
earned    income  disregard   structure,   partly   at   least,    because 

sympathetic    administrators    are    worried    about    what    will    happen    to    the 
families    whose    child    support    awards    put    them    very    close    to    the 
edge    of    being    knocked    off    of      AFDC    altogether.       They    want    these 
families    to    have    the    benefits    of    the    JOBS    program. 

Local     District    Welfare    Offices     line    personnel     seem    to    be    ignorant    of 
The    dlsieqards'     existence,    and    in    a    number    of    cases    which    have    reached 
me    and    other    advocates,    earned    income  disregarda     have    been    improperly 
applied    or    not    applied    at    all.       One    of    the    mothers    I    spoke    with 
reported    that    she    had    called    up    her    local    district    office    to    find    out 
if    she    could    take    a    small    job    in    order    to    provide    her    infant    with 
diapers    and    extra    formular.     (At    four    -nonths,    he    was    exceeding    her 
capacity    to    supply    him    his    bot  1 1  e .  f  roia   food   stamps.        and    her    WIG 
assistance.)       She    was    refered    to    the    office    supervisor , who    told    her 
she    couldn't;     they    would    simply    take    any    extra    money    she    made    out 
of    her    grant . 

In    practice,     that    is    not    stricly    true,     even    under    the    current 
income    d is  regard  structure  .       By    carefully    choosing    forms    of    work    that 
do    not    evoKe    payroll    deductions,     like    caring    for    children    in    ones    home, 
cleaning    other    mother's    homes,    or    fleamarketeering,     it    is    posible    to 
add    the    best    part    of    $120    (for    one    year)    or    $90    (indefinitely)    to    ones 
disposable    income.       However,    none    of    these      occupations    provide 
particularly    promising    career    tracks.      If    the   earned   income  disregards 
mere   increased      to   make   it   possiDle  tor  an   AfuC  parent   engaged  part    *;ime   in 
a   mainstream   Job   to  add   take-home   income   to   niir   grant   even  after  payroll 
deductions,    than    these   young   luomen   could   acguire    job    experience   and  contacts 
while   their  cniidren   uere  uery   young,  luhich   mould  enable   them  to  command 
higher   paying   ana   more   promising   full-time    jobs   later    on.      And,    acting   on 
their  oujn    initiative,    uiithout    raguiring  further  aid  from  local    or   state 
taxpayers,    they    mould  be   able   to  add   that   margin   to   their  family    income  which 
mill    enable   them   to   buy    soap    and   laundry    detergent    to   mash   the   diapers   in, 
prouide    food   at    the    end   of    the    month   after    the   food    stamps   hove    run    out,    and 
possibly   even   keep   the  car   running.    This   is   important  not   only    to  the  parent,    but 
to  us,    because   me  need  hej   to   be  able   to   deliuer  a   healthy   child  to  first 
grade,    and  me  need   her   to   be   in   sufficient   good  health  and   sufficiently   mobile 
to   be   able    to   profit   from    the    Job    training    opportunities   available    in   N.H.  , 
and  to   succeed   in    the   mork   force  at    that   point    in   her   family's   deuelopment. 

In   N.    H. ,    me   have   a' broadly    supported  bill    requiring  the  state   to  follom   the 
example   of    three   other   states   in   the  nation   and  petetion   the  federal    Department 
of    Health   and   Human    Service    to    grant   a    maiuer   permitting   us    to    replace   the 
temporary    J3Q   and  1/3   earned   income    disregard  mith   a  permanent   $200    disregard 
plus   50>   of    all    earnings   above    that   level    until      the   client    has   morked   herself 
andher  family    off    of    AFDL,       It    has   passed   the   N.H.    Senate,    beco-     recommended 
by    its   House  poliicy   committee  unanimously,      approved   mithout   debate  by    the 
full    House,    and   only    amaits   a   funding   decision    from   the   House   Appropriations 
Committee  to  complete   its   journey    through   the  legislative   gauntlet   successfully. 
It   has  been   unusual    among   AFOC   bills   in   that   it   has   mon    strong  support   from 
conservatives   in   the  legislature   as  mell    as  liberals. 

One   of   the   reasons   it   has   qarnered  conservative   suooort   is   that    the  bill    specifies 

that   the   extra    disregard  shall   not   only   apply    to   the   earned   income   of   parents 

on   the   AFDC   program,    but   to   applicants   as   mell.     This  means   that   me  could 

supply   a  mother   struggling   to   support  children   on   the   36.50   an   hour   Jot^  mith 

a  medicaid  card  for  herself    and   for   any   children   she  may   have   older   than  nine 

(the   age   at   mhich   the   N.H.   medicaid  program  for  poor  children  living  at   13b^ 

of    poverty    cuts    off),    and   me   could   help    stabilize   the   family    of    the   mother 

mho   can   not    earn   more    than   minimum   mage      or   can    only    mork   part    time,    mith 

a   small    grant   as   mell.      Such  families,   caught,   like  my   marking  board  member 
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beiuueen  .   the   tuiin   horns   of   overwork   or   inadequate   income,    or   sometimes  an 

Doth,    are  usry   vulnerable   to   AFOL   recidivism.      Ihe    N.H.    Office  of   Economic 
Services,    which  administers   the   AF DL  program   here,    feels   that   it   is  less 
expensive  over   the  long  haulto   try   to   stabilize  them   with   a  continuous  low 
level    supp.^   than   to  pay   for  lengthy   periods   of   r pr^'     - o   dependency 
punctuated  by    intemittent, marginally    successful, atcempcs  at   total    self- 
sufficiency.      There   is   also   the   broader   issue  of   fairness.      It   has   been   a 
source   of    great   frustratiun   and  anger   to  conservative   state  legislators 
that   it    has   been    impossible    for   them   to   leverage   any    state   help    whatsoever 
for     hardworking   single  parents   in   their  district   who   are    struggling  virtuously 
to  support   their  children   alone,    without   state  help,    and  are   going  under 
because   they   can't   get  medical    attention   for  themselves   or  their  children, 
or  emergency   assistancn   to  prevent   eviction   because   they   have   had   to  use   the 
rent  money   to  put   a  new  engine   in   the  car   so   they   can   keep   getting   to  their 
Job.      Under  the  proposed  plan,    which    i''hope   the  federal    agency    will   approve, 
the  woman   who   is   doing   it   the   hard  way   can   get   this   help, if    she  applies   for 
it,    via   the  Af  DL  program,  •    -.  ' 

nee ommen da t i on s ;    Any   increase   in   the   Earned   Income   Lredit   will    be  an   important 
contribution   to   the   health  and   stability    uf   low  wage   earning    ,    working,    single 
parent  families   in   N.H.      However,    1   hope  you   will   not   use  as  vour  sole 
guideline  and  goal    the   official    federal   poverty   guidelines.      Ihese  figures  may 
be  comforting,    because   they   are  low  enough   to  be  attainable.      However,    if 
your   goal    is   a   true  alleviation   of    the  poverty   of   America's  children   and 
helping   their  mothers   to  provide   them  with   the  necessities  of   life,    and  not 
just   a  paper   success,    it  will    be  necessary   to  look   at      the  minimal    budgets 
neces.ary    to   sustain   Wealthy   family   life,   as  N.H.    has:  done,    everywhere   in   the 
country,   and   to   base  policy   goals   on   the  findings.  

mothers   raising   very   young  children   on   welfare  cannot   benefit   from   the   EIC 

unless   they   move   into   the  workforce,      ihe  current  earned   income  disregard 

structure  discourages   the  part-time   work   that   is  compatable   with   the   raising 

of   very      young  children   by   making  it   unprofitable,    while  the   enormous 

dificulty    of    becoming    self    supportifo   through   full    time   work    makes   that 

option   an   extreemly   poor  choice,    as   well.   A   im.h.    single  parent   of   ordinary   skills 

with   two  pre-school   children   would  nave   to   work   twenty   hours   a  week   simply 

to  pay   for   their  child  care,    and   then   another   bO   hours   to   support   the 

children   and  herself    in   a  minimmally    decent   fashion,      ^bhort   of    that,    there 

IS  not   enough  rood   in    the  house,  .essential    bills   go   unpaid,    and   the  car 

stops   running.      Even   if    her  child  care,  is   fully   subsidized,   very   young  children 

do  not   do   well    when    they   have   already   lost    the  presence   of   one  parent   and 

the   other   is   occupied  ruost   of    the   tii.ie   elsewhere,      moreover,   the  mother 

loses   access   to   the   education   and   job   traing   available  under  the   AFuC 

program   which  can   prepare   ner   to  coinri.anu  a   wage   sufricient   to   support   her 

ramily   on   the  proceeds   of   a  forty   hour  week   later  on,    when   chixd  care   is  less. 

One  hundrea  yi  arter  payroll    Deductions  is   a  very   high  tax  against    earnings. 
Please,    while  you  consider  altering   the  structure   or    the   tax   system  to 
provide  more   support   for   working   single  parents  and  low-wage   intact  families, 
consider   changing   tne   AFuC    earned   income    disregard    rules   as   well,    so    that 
the   single  parents   of   very   young  cnilaren   can   benefit   from  the   EliC   as   well. 
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Exhibit    1 


MINIMALLY  ADEQUATE  MONTHLY  BUDGET 
FOR  A  FOUR-PERSON  FAMILY  IN  NEW  HAMPSHIRE  BY  COMPONENT 


NOT  EMPLOYED     EMPLOYED  PARTTIHE   EMPLOYED  FULLTIME 


Low 

Hiah 

Lou 

Hiah 

Low 

Hiah 

ITEM 

Food 

$ 

372 

S 

372 

S 

372 

S 

372 

s 

372 

$ 

372 

Housing/Utilities 

$ 

626 

S 

715 

s 

626 

S 

715 

$ 

626 

S 

715 

Telephone 

$ 

21 

S 

21 

3 

21 

S 

21 

s 

21 

$ 

21 

Clothing   "  ;'•. 

S 

113 

'•J 

152 

3 

113 

S 

152 

s 

113 

S 

152 

Medical 

S 

141 

s 

215 

S 

141 

S 

215 

$ 

141 

s 

215 

Transportation 

S 

62 

s 

62 

S 

124 

s 

124 

s 

165 

$ 

165 

Child  Care 



— 

3 

134 

s 

335 

s 

200 

s 

500 

Other  Expenses 

s 

160 

3 

160 

3 

192 

s 

192 

s' 

192 

$ 

192 

Subtotal  S  1,495  3  1,697  S  1,723  S  2,126  $  1,830  S  2,332 

Retirement/ 

Taxes  3    314  S    387  S    333  S    425 

Total  Monthly  S  1,495  S  1,697  S  2,037  S  2,513  $  2,163  $  2,757 


Annual  Amount       $17,940   $20,364   324,444    $30,156   $25,956    $33,084 

Hourly  Wage 

Equivalent  $   8.97   S  10.18    S  12.22    $  15.08    $  12.98    $  16. 5^: 
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Exhibit   2 

OVERVIEW    OF    THE 

MINIHALLY    ADEQUATE    MONTHLY    BUDGETS 

FOR    DIFFERENT    SIZE    NEW    HAMPSHIRE    FAMILIES 


NOT  EMPLOYED 

EMPLOYED 

PARTTIME 

EMPLOYED 

FULLTIME 

Low  • 

Hiah* 

Low* 

Hiah  • 

Low» 

Hicjh, 

TOTAL  BUDGET 

Familv  Size 

1 

S 

748 

$ 

849 

S 

952 

$1,090 

S 

982 

$1,130 

2 

$1, 

,055 

51. 

,197 

SI, 

,437 

$1,772 

SI, 

,526 

51,944 

3 

SI, 

,294 

SI, 

,469 

SI, 

,763 

$2,175 

SI, 

,872 

$2,386 

4 

SI; 

■495 

SI 

,698 

S2 

,038 

$2,514 

52, 

,164 

$2,758 

5 

SI 

,676 

SI 

,902 

S2 

,283 

$2,816 

S2, 

,424 

$3,089 

6 

SI 

,832 

S2 

,080 

S2 

,497 

$3,060 

52, 

,651 

$3,379 

7 

SI 

,982 

S2 

,250  . 

S2 

,700 

$3,331 

$2 

,867 

53,654 

PER  CAPITA  BUDGET 

Family  Size 

1 

s 

743 

s 

849 

S 

952 

$1,090 

S 

982 

51,130 

2 

s 

528 

5 

599 

s 

719 

$   886 

s 

763 

S   972 

3 

s 

431 

s 

490 

s 

588 

S   725 

s 

624 

S   795 

4 

s 

374 

S 

425 

S 

510 

S   623 

s 

541 

$   690 

5 

s 

335 

S 

380 

3 

457 

S   563 

s 

485 

5   618 

6 

s 

305 

S 

347 

S 

416 

S   513 

s 

442 

$   563 

7 

s 

283 

s 

321 

s 

386 

S   476 

s 

410 

5   522 

•Differences   between   high   ana  loiu  budgets   are  primarily    due   to   the   increased  child 
care   costs   associated   uith  pre-school   children,    although   other   factors,    such   as   the 
sex   of   children   also   contribute    (same   sex  children   can    share   bedrooms    =  louier   rent.) 
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STATEMENT  OF  PAUL  E.  SUPLIZIO,  PRESIDENT,  TARGETED  JOBS  TAX 
CREDIT  COALITION 

Mr.  Chainnan  and  Members  of  the  Subcommittee: 

I  am  Paul  E.  Suplizio,  president  of  the  Targeted  Jobs  Tax  Credit  Coalition.  1 
appreciate  the  opportunity  to  submit  this  statement  on  behalf  of  our  Coalition, 
which  consists  of  more  than  800  employers,  workers  orMnizations,  trade 
associations,  and  public  interest  groups  who  support  h!k.  325  f  the  Rangel-Johnson 
bill)  and  advocate  permanent  extension  of  TJTC.  A  complete  list  of  Coalition 
members  has  been  provided  to  your  office  and  is  available  to  the  public. 

We  appreciate  the  opportunity  to  submit  testimony  on  the  extent  to  which 
current  tax  laws  provide  work  incentives  for  low-income  families  and  help  create 
alternatives  to  welfare.  We  will  discuss  the  important  role  played  by  the  targeted 
jobs  tax  credit  in  reducing  poverty  and  welfare,  and  the  opportunities  for  more 
widespread  use  of  tax-based  employment  and  training  strategies  to  draw  more  of  the 
poverty  population  into  the  work  force,  and  to  raise  tne  earmngs  and  skill  levels 
of  economically  disadvantaged  workers. 

President  Clinton  has  taken  a  major  step  forward  by  including  in  his  economic 
program  a  permanent  extension  of  the  targeted  jobs  tax  credit,  retroactive  to  last 
Jime  30th,  and  expansion  of  the  credit  to  youth  apprenticeships  and  enterprise  zone 
residents.  We  support  these  initiatives,  and  also  call  upon  Congress  to  restore 
eligibility  for  23  and  24-year  old  economically  disadvantaged  youth,  and  to  modify 
the  Act  so  that  any  economically  disadvantaged  veteran  who  served  on  active  duty 
and  was  discharged  under  other  than  dishonorable  conditions  may  be  eligible. 

Tax-Based  Employment  and  Training  Strategies:  A  New  Course  for  Manpower  Policy 

President  Clinton  and  Secretary  Reich  appeaer  to  be  open  to  new  solutions  to 
our  labor  force  problems.  We  believe  that  tax-based  employment  and  training 
strategies  provide  an  important  new  departure  for  manpower  poUcy  and  the  task  of 
reinventing  government.  To  illustrate  the  President  is  requestmg  $1  billion  more 
for  summer  youth  jobs  this  year.  This  money  will  be  spent  to  subsidize  jobs  in 
non-profit  organizations  and  government  agencies.  In  our  view,  both  the  government 
and  the  worker  would  be  better  served  if  as  many  summer  jobs  as  possible  were 
provided  by  the  private  sector. 

Workers  would  receive  more  relevant  work  experience,  employers  would  be 
encouraged  by  the  tax  credit  to  create  more  jobs,  and  expenditure  of  taxpayer 
dollars  would  be  more  cost-effective.  These  results  could  be  achieved  by  the 
Department  of  Labor  taking  steps  to  better  promote  and  enlarge  the  TJTC  summer 
youth  program.  Legislative  changes  may  be  in  order  to  rework  the  program's  design 
to  significantly  expand  participation  by  employers  and  workers. 

Tax-based  employment  and  training  strategies  depend  upon  proper  design  of  the 
tax  credit  to  achieve  the  desired  end.  In  the  case  of  TJTC,  the  aim  is  to  give 
employers  an  incentive  to  reach  out  to  and  hire  individuals  in  the  target  groups. 
On  the  other  hand,  the  newly  proposed  credit  for  youth  apprenticeships  has  unique 
goals.  The  credit  applies  to  participants  in  an  approved  work-study  program 
carried  out  in  the  11th  and  12th  grades.  The  object  is  to  curb  school  dropouts, 
raise  skills,  and  ease  the  transition  from  school  to  work.  We  question  why  the 
credit  is  limited  to  first-year  wages  only,  when  the  objective  is  to  keep  a  young 
person  in  the  work-study  program  for  two  years.  Congress  should  give  serious 
consideration  to  desigmng  a  second-year  credit  for  this  new  program. 

We  know  from  the  TJTC  experience  that  a  properly-designed  tax  credit  can  elicit 
the  desired  kind  of  employer  response,  that  a  tax  credit  is  a  powerful  incentive 
capable  of  shaping  employer  behavior. 

The  question  is  how  limited  Federal  dollars  can  be  spent  most  efficiently, 
directly  or  through  the  tax  code.  Consider  the  possibilities: 

9  TJTC  could  be  expanded  to  include  economically  disadvantaged  older 
workers,  single-parent  families,  and  displaced  homemakers;  in  fact,  it 
should  be  expanded  to  all  economically  disadvantaged  workers; 

#      a  companion  tax  credit  could  be  devised  to  help  the  working  poor  escape 
from  poverty  by  targeting  the  credit  on  higher-wage  jobs; 

9      a  companion  tax  credit  could  be  devised  to  ensure  that  displaced  workers 
are  re-trained  for  real  jobs  and  not  nonexistent  jobs; 
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0      a  companion  tax  credit  could  be  devised  to  cover  all  or  part  of  the 
training  costs  of  on-the-job  or  apprenticeship  training,  and  on-site  or 
off-site  schooling; 

9      a  companion  tax  credit  could  be  devised  to  stimulate  literacy  training  as 
an  adjunct  to  employment 

When  it  comes  to  hiring  policies  and  training,  companies  may  not  be  willing  to 
hazard  their  economic  survival  on  various  sorts  of  direct  subsidies  that  are 
perceived  to  bring  unwanted  government  interference.  In  the  largest  pilot  youth 
demonstration  project  of  the  Carter  years,  only  18  percent  of  private  employers 
were  willing  to  participate  even  when  offered  100  percent  wage  subsidies.  Jobs  for 
the  school  dropouts  in  this  program  had  to  be  found  in  the  public  sector. 
Providing  indirect  incentives  tluough  the  tax  code  may  turn  out  to  be  the  most 
workable  approach. 

As  an  example  of  how  the  concept  of  a  targeted  credit  might  be  applied,  a 
targeted  training  credit  could  be  usea  not  only  to  stimulate  more  trainmg,  but  to 
direct  training  activity  where  it  is  needed  most. 

In  a  study  for  the  National  Bureau  of  Economic  Research,  Lisa  M.  Lynch  found 
that  company-provided  on-the-job  training  is  concentrated  among  white,  married, 
unionized  males  with  greater  work  experience.  Those  participating  in 
apprenticeship  training  are  primarily  white,  unionized,  and  male,"  although 
minorities  and  females  are  entering  apprenticeships  in  greater  numbers  than  in 
earlier  years.  The  targeted  training  credit  could  be  designed  to  focus  private 
sector  efforts  on  target  populations  most  in  need  of  additional  skills,  rather  than 
on  traditionally  favorea  groups. 

■The  Conference  Board  study,  Literacy  in  the  Work  Force,  predicts  that  up  to 
one-third  of  today's  workers  will  be  unable  to  perform  tomorrow's  work  tasks.  One 
(juarter  of  our  youth  are  dropping  out  of  school,  and  nearly  one-fifth  of  the  firms 
in  the  Board's  survey  reportea  problems  finding  workers  who  read  well  enough  to 
qualify  for  entry-level  jobs.  Nearly  half  said  that  15-35  percent  of  their  work 
force  weren't  capable  of  handling  more  complex  tasks  than  they  were  performing. 
The  vast  majority  of  firms  said  they  did  not  know  how  many  of  their  workers  were 
illiterate.  "It  seems  to  employers  that  each  succeeding  high  school  class  is  less 
employable  than  its  predecessor."^ 

Low  employability  of  the  unskilled  is  compounded  by  declining  real  earnings. 
Many  labor  market  economists  are  convinced  that  one  of  the  most  significant  trends 
of  the  past  two  decades  is  the  ever-widening  earnings  gap  between  skilled  and 
imskilled  workers.  Real  earnings  per  worker  fdl  substantially  for  both  black  and 
white  school  dropouts  in  the  1970  s  and  IQSO's.'^  The  poverty  rate  for  two-parent 
families  where  the  husband  was  under  25  doubled  from  10.5  percent  in  1979  to  21.5 
percent  in  1986.-*  Real  earnings  of  20-24  year  old  male  dropouts  declined  42 
percent  between  1973  and  1984.  The  decline  for  Hispanics  was  39  percent,  for 
blacks  61  percent.'* 

These  problems  are  concentrated  among  youth  and  minorities.  The  fact  is,  young 
workers  are  a  declining  portion  of  the  labor  force,  and  the  nation  can  ill-afford 
to  lose  any  of  them  if  we  want  a  competidve  workforce  in  the  year  2000. 

■  Some  4  million  young  school  dropouts,  4  million  young  people  with  disabilities, 
4  million  single-parent  families,  5.6  rmllion  urban  underclass,  and  23  million 
functionally  illiterate  workers  are  included  in  an  economically  disadvantaged 
population  of  about  25  million  (after  allowing  for  overlaps  among  these 
categories).  According  to  the  Hudson  Institute,  two  miUion  persons  a  year  from 
these  groups  should  have  their  skills  upgraded  to  overcome  a  serious  human  capital 
deficit  that  will  retard  productivity  growth  and  could  lead  to  declining  living 
standards  by  the  year  2000.  According  to  the  American  Society  for  'Training  and 
Development,  "In  a  comparison  among  countries,  the  more  educated  and  trained  half 
of  the  American  workforce  competes  well  with  the  white-collar  and  technical  elites 
of  its  economic  rivals.  But  the  other  half  of  the  workforce  is  not  as  well 
prepared,  and  this  is  where  the  U.S.  is  losing  the  competitive  race."-* 
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The  TJTC  Program  Has  Proven  Effective 

The  TJTC  experience  can  shed  important  light  on  how  a  tax-based  employment  and 
training  strategy  would  work.  We  have  learned  tnat  a  tax  credit  can  be  powernilly 
effective  in  directing  an  employer's  labor  market  behavior.  According  to  the  Macro 
Systems  study  performed  for  the  Department  of  Labor,  The  case  studies  of  large 
corporations  and  industries  that  were  heavy  users  of  TJTC  found  that  55  percent  of 
these  companies  had  implemented  fmancial  incentives  for  their  own  staff^to 
encourage  the  certification  of  TJTC  eUgibles....Tbe  primary  response  to  TJTC  seems 
to  have  been  to  add  TJTC  eligibles  to  the  pool  of  applicants  considered  for  the 
job.  In  1982,  about  half  of  the  eligibles  hired  were  referrals  from  agencies, 
probably  in  response  to  specific  requests  for  TJTC  eligibles.""  Outreach  to  fill 
nirin^  intake  channels  with  target  group  members  clearly  illustrates  how  the  tax 
credit  harnesses  employer  energies. 

Macro  Systems  also  found  TJTC  to  be  administratively  cost-effective.  It 
stated,  TJTC  was  cost-effective  in  assisting  target  group  members  in  obtaining 
jobs.  This  conclusion  held  both  for  funds  Slocatedto  provide  TJTC  program 
services,  and  for  the  amount  of  actual  staff  services  expended  on  target  group 
members....Persons  receiving  TJTC  vouchers  needed  equal  or  fewer  employment 
services  per  job  obtained  than  other  ES  applicants." 

We  have  learned  from  TJTC  that  targeting  ensures  cost-effectiveness,  because  it 
focuses  resources  on  priority  needs.  CBO  has  estimated  that  TJTC  costs  $700-$  1,000 
per  participant,  but  that  estimate  was  made  before  the  1986  tax  act  reduced  the 
creoit  from  50  to  40  percent.  Today,  this  cost  roughly  would  be  $560-$800  per 
participant,  and  a  Price  Waterhouse  study  has  estimated  that  welfare  savings  would 
further  reduce  this  figure  by  20  percent,  bringing  the  net  average  cost  to 
$448-$640.  The  Macro  Systems  study  found  that  for  every  100  TJTC  jobs,  15-30  net 
new  jobs  were  created  in  the  economy.  If  the  taxes  paid  by  the  workers  in  these 
new  jobs  were  considered,  TJTC  would  essentially  be  revenue-neutral. 

In  its  study  of  TJTC,  G  AO  examined  two  principal  issues,  first,  the  extent  to 
which  employers  are  making  special  efforts  to  reach  out  to  and  hire  members  of 
target  groups;  and  second,  whether  TJTC  workers  benefitted  from  their  work 
experience,  as  measured  by  future  increases  in  real  earnings. 

The  first  issue  deals  with  the  longstanding  concern  of  some  members  of  Congress 
that  TJTC  may  be  a  windfall,  that  is,  paying  employers  for  doing  what  they  would  do 
anyway.  We  have  long  held  that  TJTC  induces  employers  to  reach  out  to  target  group 
members  and  seek  referrals  from  community  agencies,  thereby  "stocking  the  pool"  of 
job  applicants  with  a  greater  number  of  TJTC  eligibles  than  could  be  expected  with 
normal  hiring  intake.  Employers  would  increase  their  credits  and  more 
disadvantaged  workers  would  obtain  jobs,  which  was  the  congressional  intent 
underlying  the  program.  We  believe  that  in  such  circumstances  TJTC  is  not  a 
windfall,  because  employers  are  actively  seeking  target  group  members  for  job 
openings. 

GAO  found  that  about  half  the  employers  in  its  sample  were  engaged  in  outreach 
to  target  populations.  Moreover,  employers  with  large  numbers  of  entry-level  jobs 
account  for  the  largest  proportion  of  TJTCplacements,  and  these  employers  are  most 
likely  to  have  speaal  outreach  programs.  Tnus,  the  50  percent  of  employers  who 
are  making  special  efforts  probably  account  for  70-80  percent  of  the  TJTC 
jobs-something  GAO  does  not  address. 

GAO  compared  the  earnings  experience  of  a  group  of  workers  after  leaving  their 
TJTC  job  with  a  control  group  of  eligibles  who  did  not  obtain  TJTC  employment  but 
did  obtain  other  jobs.  GAO  found  the  TJTC  group  significantly  increased  their 
future  earnings,  and  the  control  group  did  Likewise.  GAO  concluded  that  future 
earnings  were  a  positive  function  of  work  experience.  This  is  consistent  with  our 
view  that  TJTC  draws  economically  disadvantaged  workers  into  the  work  force  where 
they  gain  valuable  work  experience  which  increases  their  future  earnings.  This 
confirms  the  findings  of  previous  studies  by  the  National  Commission  for  Employment 
Policy  and  the  Department  of  Labor. 

Now  that  the  Administration  supports  an  extension  of  TJTC,  the  Department  of 
Labor  has  an  opportunity  to  actively  promote  the  advantages  of  greater  voluntary 
efforts  by  employers  to  list  TJTC  job  orders  with  state  Job  Services,  and  to  mount 
a  coordinatea  referral  program  for  disadvantaged  workers  utilizingJTPA,  welfare, 
vocational  rehabilitation,  and  community-based  organizations.  TJTC  will  not 
achieve  its  full  potential  until  the  program  is  more  broadly  promoted  to  businesses 
and  referral  sources. 


204 


Restore  Eligibility  for  23  and  24  Year-Old  Economically  Disadvantaged  Youth 

The  23  and  24  year-old  youth  who  have  not  secured  a  permanent  job  are  twically 
persons  with  low  test  scores  from  poor  families  who  dropped  out  of  school  and  nave 
worked  oiily  sporadically.  Many  are  discouraged  workers,  or  work  part-time,  and  a 
large  number  nave  started  families,  which  threate"^  to  repeat  the  cycle  of  poverty 
(the  typical  dropout  has  a  parent  who  dropped  out).  Today,  one  in  every  tnree  poor 
children  under  the  age  of  six  Uves  in  a  family  headed  by  a  person  under  age  25. 
Families  headed  by  persons  under  25  suffered  the  greatest  decline  in  real  earnings 
since  1973-60  percent.  In  1986, 32.6  percent  of  families  headed  by  a  person  under 
age  25  was  poor.  One  in  eight  young  married  couple  families  with  children  was  poor 
that  year,  while  two-thirds  of  young  female-headed  families  lived  in  poverty  in 
198^ 

Table  2  updates  and  extends  this  data.  It  shows  that  if  a  married-couple 
family  under  25  with  children  included  a  high  school  drop  out,  the  poverty  rate  is 
35  percent.  For  a  female-headed  family  under  25  where  the  parent  is  a  dropout,  the 
poverty  rate  rises  to  an  astronomical  89  percent.  Restoring  23-24  year  olds  to 
TJTC  will  help  break  the  cycle  of  poverty  and  illiteracy  and  is  well  worth  the 
cost-roughly  $70  million  for  each  year  of  TJTC  extension. 

Many  young  men  in  this  age  group  remain  single  because  they  do  not  earn  enough 
to  support  a  fanuly.  From  1973  to  1984,  the  percentage  of  males  in  their  early 
20's  earning  enough  to  lift  a  family  of  three  out  of  poverty  fell  from  60  to  42 
percent.  Tne  percentage  of  such  men  who  were  married  plummeied  from  40  to  20 
percent,  contributing  to  a  large  increase  in  births  out  of  wedlock."  TJTC  is  not 
a  solution  to  low  wages,  but  it  should  certainly  be  available  to  ensure  some  wages. 

When  Congress  was  considering  termination  of  eligibility  for  23  and  24  year  old 
economically  disadvantaged  youth,  it  based  its  decision  on  the  fact  that 
unemployment  rates  for  those  groups  was  lower  than  for  youth  age  18-22.  That  the 
economically  disadvantaged  and  the  unemployed  are  two  entirely  different  groups  may 
be  readily  seen  from  the  following: 

9      Of  the  economically  disadvantaged  population  16  and  over  in  1980,  only  6.1 

fiercent  were  unemployed.  The  vast  majority,  62.7  percent,  were  out  or  the 
abor  force.  This  means  that  68.8  percent  of  the  population  in  this  age 
group  did  not  have  a  job. 

0      Of  the  unemployed  population  in  1980,  less  than  20  percent  were  classified 
as  economically  disadvantaged. 

#      The  economically  disadvantaged  population,  16-21,  is  heavily  female  (61 
percent)  and  poor  (over  60  percent  had  family  incomes  lower  than  75 
percent  of  the  poverty  level).  In  contrast,  the  unemployed  population  is 
predominantly  male  and  nearly  three-quarters  had  family  incomes  in  excess 
of  125  percent  of  the  poverty  level.'^ 

Thus,  elimination  of  eligibility  for  23  and  24  year  olds  was  detrimental  to 
some  of  the  weakest  members  of  society,  poor  male  and  female  workers,  many  with 
children,  most  of  whom  had  such  bleak  employment  opportunities  that  they  were  not 
even  in  the  workforce.  The  unemployment  figures  simply  did  not  tell  this  story. 

TJTC's  Role  in  Reducing  Poverty  and  Welfare 

According  to  poverty  researchers  Sheldon  Danziger  and  Peter  Gottschalk,  one  in 
seven  Americans  was  poor  in  1991,  as  was  one  in  five  children.  The  real  income  of 
the  poorest  fifth  of  families  was  lower  than  in  1973.  Danziger  and  Gottschalk 
found  that  only  about  half  the  poverty  population  can  be  expected  to  work,  and  it 
is  only  this  group  that  can  be  directly  affected  by  increases  in  the  demand  for 
labor  or  inducements  to  supply  more  labor,  as  occurs  with  TJTC.  Those  they 
classify  as  "not  expected  to  work"  include  persons  over  age  65,  the  disabled, 
students,  and  women  with  a  child  under  age  six. 

Danziger  and  Gottschalk  found  that  the  poor  who  are  able  to  work  have 
substantial  labor  market  attachments,  refuting  the  common  notion  that  people  are 
poor  because  they  are  unwilling  to  work.  They  found  that  about  half  of  poor 
able-bodied  mothers  whose  youngest  child  is  over  age  six  work  at  least  some  time 
during  the^ear,  as  do  80  percent  of  men  who  head  poor  households  with 
children.  ^'^ 
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TJTC  relies  on  jobs  as  the  route  of  escape  from  poverty.  The  earnings  from  the 
job  may  not  be  adequate  to  lift  a  person  or  family  above  the  poverty  line  because 
of  low  wages,  too  few  work  hours,  or  both.  Bot  a  job  provides  SQins  wages  and  is 
the  avenue  to  greater  skill  development,  higher  wages,  and  eventual  independence. 

It  can  be  seen  from  Tables  4  and  5  that  TJTC  workers  are  mostly  young  people 
earning  less  than  $5  an  hour.  TTiey  are  essentially  minimum  wage  workers  m 
entry-level  iobs,  due  to  their  low  sicills  or  handicaps.  Those  in  this  group  who 
are  married  or  single  heads  of  famihes  naturally  have  greater  earnings 
expectations  and  needs.  About  a,  quarter  of  a  high-school  class  is  married  within 
four  years  of  completing  school. ''^  The  decline  in  manufacturing  has  eliminated 
many  job  opportunities  for  young  people,  and  the  proportion  of  employed  young 
persons  who  work  part-time  involuntarily  has  increased.'-^  What  should  public 
p)olicy  be  when  a  person  works,  but  has  inadequate  earnings? 

In  the  Coalition's  view,  the  answer  is  not  to  interfere  with  the  labor  market 
and  legislate  higher  wages,  because  this  only  increases  an  employer's  costs  and 
reduces  demand  for  labor.  We  believe  the  appropriate  answer  is  the  earned  income 
tax  credit  and  similar  proposals,  such  as  converting  the  personal  exemption  to  a 
refundable  credit,  and  the  child  care  tax  credit.  Philosophically,  the  earned 
income  tax  credit  is  a  version  of  the  negative  income  tax  proposed  by  conservative 
economist  Milton  Friedman.  At  one  time,  it  drew  support  from  botn  conservatives 
and  liberals.  We  consider  it  a  more  effective  policy  for  reducing  poverty  than 
labor  market  intervention  to  set  wages. 

TJTC  can  help  workers  in  poverty  find  a  job,  but  it  cannot  shoulder  the  entire 
burden  of  moving  them  out  of  poverty.  For  this,  it  needs  to  interact  with  the 
earned  income  tax  credit  to  augment  family  income,  and  with  education  and  training 
to  acquire  greater  skills  that  wul  lead  to  increased  wages. 

It  should  be  noted  that  low  earnings  by  themselves  cannot  be  considered  a  sign 
of  economic  distress.  For  example,  many  teenagers  with  low  earnings  continue  to  be 
supported  by  their  families.  Danziger  and  Gotttschalk  found  that  60  percent  of  low 
earners  escape^poverty  because  they  live  in  households  where  there  is  another 
wage-earner.'^ 

As  shown  in  Figure  1,  at  least  60  percent  of  today's  children  have  mothers  in 
the  work  force,  and  one  in  five  children  live  in  poverty.  The  poverty  rate  for 
single  women  in  the  labor  force  who  maintain  families  was  17.4  percent  in  1990. 
This  rises  to  89  percent  for  a  family  headed  by  a  female  high  school  drop-out  who 
is  not  in  the  labor  force  (Table  2).  TJTC  helps  to  reduce  the  feminization  of 
poverty  in  two  ways.  First,  it  can  make  a  difference  between  having  a  job  and  not 
having  one  for  a  female  head  of  family  who  is  actively  looking  for  work.  Second, 
by  increasing  job  opportunities,  it  can  help  draw  female  heads  who  are  not  in  the 
labor  force  into  the  job  market,  where  they  will  be  eligible  for  the  earned  income 
tax  credit  and  may  be  able  to  leave  the  welfare  rolls. 

Finally,  since  AFDC  and  general  assistance  recipients  are  target  groups,  TJTC 
has  a  direct  impact  on  employment  of  those  on  welfare.  In  1989,  more  than  99,000 
AFDC  recipients  found  jobs  through  TJTC.  Twice  that  number  were  vouchered,  that 
is,  certified  as  TJTC-eligible  to  prospective  employers.  The  data  are  recorded  in 
Table  3. 

Mr.  Chairman,  this  concludes  my  testimony.  Are  there  any  questions? 


2-3, 12-14;  Hispanic  Policy  Development  Project,  Too  Late  To  Patch.  1988.  GAO, 
- "^52,1  ' 
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FIGURE   1.      Most   of    today'is   children   have   mothers    in    the   workforce 


^^^^^     Age    6-13 


r^~-va    Birth   to    age    5 


YEAR 


fqpi^^^s:       Bureau    of    Labor    Statistics,     "BLS    News,"    August    12, 
-ys/,    and    unpublished    data. 


Taken  from  Raising  America's  Childr^^n-  How  ShnnM  W^  r^r>.,  by  Sar  A.  Uvitan  and 
Elizabeth  A.  Conway,  George  Washington  University.  1988.  p.3. 
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Table  2 

THE  POVERTY  GULF 


Poverty  rates  of  families  whose  head  of  household 
is  younger  than  25  (1989) 


Married  couple,  attended  college,  no  children 

h6% 

Married  couple,  high  school  granduate,  with  one  or  more  children 

■■§■12% 

Married  couple,  high  school  drop-out,  with  one  or  more  children 

Female-headed  family,  high  school  drop-out,  with  one  or  more 
children 


89% 


Source:  Bureau  of  Census 


Source:      The  New  York  Times.  March  4, 1991 
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Table  3 
TJTC  Vouchers  and  Certifications,  1988-1989 


Vouchers 

Certifications 

1999 

1999 

1999 

1999 

Summer  youth,  16-18 

27,105 

24,634 

17,769 

17,450 

Youth 

405,833 

316,238 

282,640 

230,998 

Veterans 

31,856 

26,403 

16,366 

14,570 

Ex-offer>ders 

58,919 

69,802 

22,404 

24,745 

Handicapped 

70,058 

75,342 

36,619 

40,652 

SSI 

8,251 

11,641 

5,994 

7,433 

AFDC 

203,754 

198,005 

97,278 

99,127 

TOTAL 

842,436 

755,330 

497,312 

452,453 
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Table  4.  Age  Distribution  of 

Certifications,  1988  and  1989 

(In  Percent) 


12SS  12S2 

Age  16-18  15.0  15.4 

Age  19-24  57.5  51.6 

Age  25-34  17.5  19.6 

Age  35+  10.0  12.4 


Source:  U.S.  Department  of  Labor 
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Table  5.  Number  of  TJTC  Workers,  by 
Wages  Earned,  1988  and  1989 


1988  1989 

Under  Minimum  14,914  10,792 

Minimum  to  $3.99  269,224  192,762 

$4  to  $4.99  135,791  144,987 

$5  to  $5.99  53,535  56,752 

Over  $6  45,725  46,172 


NOTE:      Totals  do  not  agree  with  Table  3,  as  wage  information 
is  from  a  separate  data  base. 


Source:  U.S.  Department  of  Labor 
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Table  6.  Number  of  TJTC  Workers  by 
Occupation,  1988  and  1989 


1988  1989 


Professional  and  technical 

12,612 

10,717 

Clerical 

166,138 

151,749 

Services 

214,480 

195,438 

Farming  and  Fishing 

4,562 

3,901 

Processing 

19,175 

13,678 

Machine  Trades 

15,503 

10,330 

Bench  Work 

27,369 

19,633 

Structural 

12,731 

10,522 

Miscellaneous 

47,429 

43,727 

NOTE:      Totals  do  not  agree  with  Table  3,  as  occupational 
information  is  from  a  separate  data  base. 


Source:   U.S.  Department  of  Labor 
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Testinony  of 

NANCY  HOHR  KENNEDY 

CHIEF  OF  STAFF 

UNITED  WAY  OF  AMERICA 

hearing  on 
Selected  Aspects  of  Welfare  Reform 

before 

The  Subcommittee  on  Select  Revenue  Measures 

and 

The  Subcommittee  on  Human  Resources 

Committee  on  Ways  and  Means 

U.S.  House  of  Representatives 

The  Honorable  Charles  B.  Rangel ,  Chairman 
The  Honorable  Robert  T.  Hatsui ,  Acting  Chairman 

Tuesday,  March  30,  1993 

Chairman  Rangel,  Chairman  Hatsui,  and  Members  of  the  Subcommittees 
on  Select  Revenues  Measures  and  Human  Resources,  my  name  is  Nancy 
Mohr  Kennedy.   I  am  Chief  of  Staff  of  United  Way  of  America  (UWA). 

Thank  you  for  the  opportunity  to  appear  here  today  in  support  of 
the  Earned  Income  Tax  Credit  (EITC)  as  a  means  to  provide  work 
incentives  for  low-income  families  and  help  create  alternatives  to 
welfare. 

United  Way  of  America,  along  with  local  United  Ways  located  across 
the  country,  support  efforts  to  reform  the  nation's  welfare  systom. 
Our  shared  goal  is  to  create  a  compassionate,  rational  system  to 
assist  individuals  and  families  in  their  quest  for  self- 
sufficiency. 

Recently,  United  Way  of  America's  Public  Policy  Committee  met  and 
reaffirmed  it's  commitment  to  work  toward  overcoming  welfare 
dependency,  as  well  as  removing  barriers  to  independence  and  self- 
sufficiency.  Toward  that  end,  our  testimony  focuses  on  the 
importance  of  the  Earned  Income  Tax  Credit  in  achieving  those 
goals. 

The  EITC  is  a  refundable  tax  credit  from  the  IRS  to  working 
families  earning  less  than  $22,370  with  at  least  one  child  living 
with  them,  and  is  a  worthwhile  tax  credit  that  helps  strengthen  and 
stabilize  the  American  family  by  helping  put  food  on  the  table  and 
pay  the  bills.  It  is  an  important  economic  development  effort 
because  most  benefits  are  spent  locally,  infusing  over  $11  billion 
into  state  and  local  economies.  The  money  is  spent  to  pay  bills, 
purchase  food,  and  cover  other  family  necessities. 

Originally  enacted  in  1976,  the  Earned  Income  Tax  Credit  wiis 
greatly  expanded  in  1990  by  President  Bush  and  the  Congress  to 
reward  and  encourage  work  and  also  to  help  offset  the  growing 
burden  that  payroll  taxes  place  on  low-income  working  families. 
Almost  14  million  families  now  qualify  for  the  credit,  which 
provides  $10.7  billion  annually  in  benefits  to  low-income  working 
families. 

The  EITC  provides  a  dollar-f or-dollar  reduction  in  the  taxes  an 
eligible  family  owes  to  the  Federal  Government.  Unlike  most  tax 
credits,  the  EITC  is  refundable.  If  the  amount  of  the  credit 
exceeds  the  taxpayer's  tax  liability,  the  balance  is  payable  to  the 
taxpayer.  Therefore,  families  with  very  low  incomes  and  who  may 
not  owe  any  taxes  can  receive  at  least  a  partial  credit. 
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AcUiitionally ,  under  an  advance  payment  system,  eliyibJo  tiixpayoi  f- 
may  elect  to  receive  the  benefit  of  the  credit  in  their  periodic 
paychecks,  rather  than  waiting  to  claim  a  refund  on  their  return 
filed  by  April  15  of  the  following  year. 

As  a  result  of  changes  in  the  law  in  1991,  thoso  taxpayers  who 
receive  public  assistance  can  still  receive  the  credit  without  risk 
of  losing  those  benefits  as  long  as  they  have  "earnings."  Unlik'' 
welfare  which  often  has  the  perverse  effect  of  penolizint)  work,  tho 
EITC  provides  additional  dollars  to  a  low-income  working  family. 


Last  year  United  Ways  and  State  Organizations  played  a  key  role  in 
helping  three  million  additional  low-income  families  receive  the 
Earned  Income  Tax  Credit,  which  is  often  referred  to  as  the 
"working  family's  rebate." 

For  the  past  several  years,  United  Way  of  America  has  worked  with 
the  Center  on  Budget  and  Policy  Priorities  and  over  ■lO.ooo  locally 
Minded  agencies  to  coordinate  a  national  m'C  oiimpa  i  ijn  to  ali'rl 
fligible  low-inc(jme  working  families  to  the  credit  and  lo  explain 
how  to  receive  it. 

This  year,  alerting  low-income  families  to  the  EITC  is  more 
important  than  ever  because: 

•  Millions  of  working  parents  lost  their  jobs  in  1992.  As  a 
result,  many  workers  earned  far  less  in  1^42,  than  they 
previously  did  in  their  working  lives.  Consequently,  many 
newly  eligible  workers  may  not  know  about  the  EITC. 

•  Rligible  families  must  filn  «  tax  return  (not  the  1040  EZ  -- 
also  known  as  the  short  form),  and  they  must  also  file  a  form 
called  "Schedult  EIC."  Last  year  IRS  had  a  flexible  policy  toward 
families  that  filed  a  tax  return  but  did  not  attach  the  'Schnlutr 
EIC.  If  they  appeared  to  be  eligible  from  the  face  of  the 
return  they  were  awarded  the  credit. 

This  year  IRS  has  rescinded  this  policy.  If  a  family  fails  to  file 
a  'Schedule  EIC" ,  the  EITC  benefit  will  not  automatically  be  leceived. 
The  IRS  will,  however,  send  a  form  letter  notifying  a  family  o) 
their  potential  eligibility  to  receive  the  EITC  credit,  as  well  as 
send  them  a  blank  copy  of  the  "Schedule  EIC"  if,  on  the  face  of  their 
tax  return,  they  appear  to  be  qualified  for  the  credit. 

While  hundreds  of  thousands  are  expected  to  receive  this  mailing, 
how  many  will  actually  respond  is  unknown.  Therefore,  this  year's 
campaign  is  particularly  important.  United  Way  of  America  is  proud 
to  be  part  of  this  outreach  network. 

Our  involvement  with  the  agencies  we  serve  and  others  having  daily 
contact  with  deserving  low-income  families  is  an  appropriate  role 
ill  carrying  out  our  mission  "to  supporc  and  serve  local  United  Ways 
to  help  increase  the  organized  capacity  of  people  to  care  for  one 
another. " 

The  EITC  is  important  in  working  toward  the  ClintcMi 
Administration's  goal  of  overhauling  our  welfare  system  by 
encouraging  recipients  to  find  a  job  after  two  years  on  public 
assistance,  by  ensuring  that  a  family  of  four,  with  a  minimum-wage 
income,  lives  above  the  poverty  line,  counting  earnings  as  well  as 
government  benefits,  such  as  food  stamps. 

United  Way  of  America  looks  forward  to  working  with  Congress  and 
the  Administration  to  establish  a  respectful  and  responsive  system 
for  helping  families  with  children  become  self-sufficient,  and 
thereby  are  enabling  families  to  remain  together. 
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Redesigning  the  Earned  Income  Tax  Credit  Program 

to  Provide  More  Effective  Assistance 

for  the  Working  Poor 

Summary 

There  are  three  serious  defects  with  the  existing  earned  income 
tax  credit  (EITC)  program:  (1)  many  eligible  families  don't  get  the  benefit; 
(2)  many  who  do  receive  it  may  not  be  eligible;  and  (3)  almost  none  of  the 
recipients  obtain  the  benefit  incrementally  during  the  course  of  the  year.    To 
increase  both  the  rate  of  participation  and  compliance  and  to  ensure  most  of 
the  assistance  is  received  in  a  timely  fashion  throughout  the  year,  the  EITC 
should  be  broken  into  its  two  principal  components,  a  benefit  for  the  working 
poor  and  a  family  allowance  benefit.   The  "working  poor"  benefit  would  be 
provided  by  exempting  a  base  amount  of  wages  from  the  payment  of  Social 
Security  taxes.    The  "family  allowance"  benefit  would  be  furnished  through  a 
refundable  income  tax  credit  based  in  part  uf)on  the  number  of  children  living 
in  the  home. 

Introduction 

The  existing  EITC  program,  intended  to  provide  cash  assistance 
for  the  working  poor,  contains  a  number  of  deficiencies.    Many  eligible,  low- 
income  families  receive  no  benefit  whatsover  because  they  are  unaware  of  the 
program,  cannot  cope  with  the  tax  forms  necessary  to  claim  the  benefit,  or  are 
fearful  of  interacting  with  the  IRS.    Moreover,  almost  none  of  the  recipients 
obtain  the  benefit  incrementally  during  the  year.    As  CBO  Director  Reischauer 
recently  commented,  the  assistance  is  therefore  more  like  a  winning  lottery 
award  at  the  end  of  the  tax  year  than  a  meaningful  income  support  payment 
for  poor  people  or  an  incentive  for  work.    Finally,  the  program  is  t)eset  by 
opportunities  and  incentives  for  noncompliance.   The  proposed  expansion  of 
the  program  by  the  Clinton  Administration  may  well  exacerbate  all  of  these 
inadequacies. 

Together  with  Jon  Forman,  a  law  professor  at  the  University  of 
Oklahoma,  I  have  been  working  on  a  project  commissioned  by  the  American 
Tax  Policy  Institute  to  develop  a  series  of  proposals  for  improving  delivery  of 
the  EITC  benefit  to  the  low-income  families  it  is  intended  to  assist.    In  an 
article  to  appear  in  a  forthcoming  issue  of  Tax  Notes  magazine,  Jon  and  I 
describe  one  method  of  doing  so.    In  this  testimony,  I  am  pleased  to 
summarize  our  findings  for  the  subcommittees. 

The  proposal  is  to  split  the  existing  credit  into  its  two  principal 
comjxjnents,  a  benefit  for  the  working  poor  and  a  family  allowance  benefit. 
The  "working  poor"  benefit,  designed  in  large  part  to  offset  the  Social 
Security  tax  liability  of  low-income  workers,  would  be  provided  by  simply  not 
collecting  those  taxes  in  the  first  instance.    It  makes  no  sense,  and  is  difficult 
administratively,  to  collect  such  taxes  and  then  reftmd  them  by  means  of  the 
EITC.    The  proposal  would  therefore  establish  an  exempt  amount  of  wages 
below  which  no  Social  Security  taxes  would  be  due.    The  "family  allowance" 
benefit  would  be  furnished  through  a  refundable  income  tax  credit  based  in 
part  ufton  the  number  of  children  living  in  the  home.   Taken  together,  the 
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proposal  should  enhance  the  rate  of  participation  and  compliance  and  ensure 
most  of  the  assistance  for  low-income  families  is  received  throughout  the  year. 

The  "working  poor"  benefit 

The  "working  poor"  benefit  should  be  provided  regardless  of 
the  family  responsibilities  of  the  worker,  and  should  be  large  enough  to  ensure 
that  a  family  unit  without  children  but  headed  by  a  full-time  worker  is  pulled 
above  the  poverty  line.    This  general  goal  would  be  consistent  with  the 
income  security,  work  incentive,  and  federal  tax  offset  objectives  for  the 
existing  EITC  as  well  as  the  Clinton  plan  to  extend  the  EITC  for  the  first  time 
to  low-income  workers  without  children. 

A  major  step  towards  providing  approximately  this  benefit 
would  be  to  exempt  low-income  workers  from  paying  the  employee's  portion 
of  their  Social  Security  taxes  as  well  as  any  income  taxes.    Currently,  a 
childless  two-person  household  supported  by  a  single  worker  who  is  employed 
full-time  for  the  full  year  and  paid  the  minimum  wage  has  $8,840  in  annual 
earnings  (52  wks  x  40  hrs/wk  x  $4.25/hr).    Even  apart  from  the  EITC,  the 
household  is  already  exempt  from  paying  any  income  taxes.    If  the  worker 
were  also  exempt  from  paying  the  employee's  share  of  Social  Security  taxes, 
the  household  would  be  within  $350  of  the  1992  poverty  guideline  for  a  two- 
person  family  unit,  $9,190.    A  slight  adjustment  to  the  minimum  wage  to 
compensate  for  the  continuing  failure  to  index  that  figure  for  inflation,  and 
indexing  the  figure  for  inflation  in  the  future,  would  easily  make  up  the 
difference.    Alternatively,  no  adjustment  may  be  needed  once  the  benefits  of 
other  federal  welfare  programs,  such  as  food  stamps,  are  taken  into  account. 

For  ease  of  administration,  we  recommend  creation  of  a  flat 
exemption  amount,  indexed  to  inflation,  for  al]  workers  from  the  payment  of 
the  employee's  portion  of  Social  Security  taxes.    The  benefit  would  then  be 
recaptured  from  higher  paid  workers  through  imposition  of  a  higher  Social 
Security  tax  rate  on  earnings  in  excess  of  the  exemption  amount,  a  raising  of 
the  current  earnings  cap  for  the  old-age  and  survivors  and  disability  insurance 
(OASDI)  portions  of  the  tax,  or  both.    Either  of  those  two  alternatives,  as 
well  as  the  savings  in  general  revenues  from  removal  of  a  portion  of  the  EITC 
benefit  from  the  income  tax  system,  could  be  used  to  pay  for  the  exemption. 

Providing  the  "working  poor"  benefit  in  the  manner  just 
described  offers  many  advantages  over  the  current  system.    First,  it  would 
automatically  be  received  by  all  eligible  families  in  a  timely  manner  in  each 
paycheck.    Beneficiaries  would  not  need  to  obtain  information,  determine  or 
assert  eligibility,  or  even  file  a  return.    Low-paid  workers  would  not  suffer 
any  stigma  from  obtaining  this  federal  subsidy.    Employers  would  not  be 
burdened  except  for  the  slight  change  to  adjust  for  the  exemption  amount  in 
calculating  the  amount  of  Social  Security  taxes  to  withhold.    Finally,  the 
simplicity  of  the  proposal  and  the  relative  absence  of  any  self-certifying 
features  would  almost  assure  a  high  level  of  compliance.    Unlike  present  law, 
there  would  be  no  incentive  to  report  superfluous  or  fictitious  work. 

Of  particular  note  is  the  ability  of  the  proposal  to  improve  both 
the  rate  and  timeliness  of  participation  and  the  compliance  rate.    Not 
uncommonly,  those  two  goals  are  in  conflict  with  one  another. 

The  proposal  would  modify  the  taxable  wage  base  for  Social 
Security  tax  purposes  but  would  not  take  those  modifications  into  account  in 
the  calculation  of  benefits.    Thus,  workers  benefiting  from  the  exemption 
would  not  suffer  any  reduction  in  benefits  paid  to  them,  and  those  paying 
Social  Security  taxes  on  wages  in  excess  of  the  current  OASDI  earnings  cap 


2- 


217 


would  not  obtain  any  increase  in  benefits.  Critics  might  charge  that  the 
proposal  would  thereby  decouple  the  link  between  taxes  and  benefits  so 
essentia]  to  the  view  of  Social  Security  being  a  retirement  program. 

Of  course,  the  link  between  Social  Security  taxes  and  benefits  is 
actually  quite  tenuous  and  can  vary  dramatically  depending  on  factors  such  as 
family  status,  income  level,  and  age.    Accordingly,  most  analysts  have  come 
to  view  the  Social  Security  system  as  consisting  of  both  pension  and  welfare 
components.    Indeed,  the  Clinton  Administration's  proposal  to  tax  a  greater 
portion  of  the  Social  Security  benefits  of  middle-  and  upper-income  recipients, 
but  to  continue  refraining  from  taxing  any  of  the  benefits  of  lower-income 
recipients,  indicates  additional  acknowledgement  of  the  part-pension,  part- 
welfare  nature  of  the  system. 

More  importantly,  however,  for  purposes  of  this  proposal,  there 
would  be  no  Justification  for  any  change  in  Social  Security  benefits.    The 
existing  system  requires  all  wage  earners  to  pay  a  flat  Social  Security  tax  on 
all  wages  up  to  the  current  earnings  cap.    But  the  Social  Security  tax  liability 
of  low-income  wage  earners  is  subsidized  with  general  revenues  through  the 
EITC.    They,  in  effect,  receive  reimbursement  of  their  Social  Security  taxes 
but  still  get  to  count  their  wages  in  calculation  of  their  benefits.    Thus,  the 
EITC  has  already  decoupled  the  link  between  Social  Security  taxes  and 
benefits.    Roughly  the  same  result  as  current  law  could  be  replicated  under 
the  proposal  by  exempting  an  initial  amount  of  an  individual's  wages  from 
payment  of  Social  Security  taxes,  recapturing  that  benefit  from  those  earning 
wages  in  excess  of  the  exemption  amount  through  an  increase  in  the  tax  rate 
or  a  raising  of  the  cap,  and  subsidizing  the  benefit  for  low  wage  earners  by  a 
transfer  from  general  revenues. 

The  proposal  would  not  be  as  finely  targeted  as  the  current 
ETTC  program  in  that  families  with  low  wage  income  but  high,  non-wage 
income  could  nevertheless  benefit  from  the  Social  Security  tax  exemption. 
One  way  to  address  much  of  this  problem  would  be  to  implement  the 
exemption  on  a  weekly  (or  periodic)  basis  rather  than  on  an  annual  one.    For 
example,  the  exemption  might  be  limited  to  the  first  $170  in  wages  per  week 
($4.25/hr  minimum  wage  x  40  hrs/wk)  rather  than  an  annual  exemption 
amount.    A  weekly  exemption  of  this  sort  would  tend  to  prevent  much  of  the 
benefit  from  going  to  high-paid  workers  who,  nevertheless,  have  low  annual 
wages  because  they  only  work  a  portion  of  the  year  (e.g.,  high-paid  summer 
employees).    It  would  also  be  easier  for  employers  to  implement  than  an 
annual  exemption.    Other  changes  to  the  taxation  of  high,  non-wage  income 
could  also  be  effected  to  offset  any  remaining  advantage. 

The  "family  allowance"  benefit 

The  "family  allowance"  benefit  would  provide  additional 
income  security  for  low-income  families  with  children.    The  theory  of  the 
benefit  would  be  to  take  account  of  the  extra,  non-consumption,  expenses 
incurred  by  families  with  children  living  in  the  home.   The  benefit  would  be 
consistent  with  the  theory  of  current  poverty  guidelines  which  take  into 
account  family  size.    Both  this  benefit  and  the  working  poor  subsidy,  without 
any  recaphjre,  would  be  available  to  a  low-income  working  family  with 
children. 

The  simplest  method  of  delivering  the  fiunily  allowance  benefit 
would  be  to  provide  a  refundable  income  tax  credit  to  any  family  with 
children  living  in  the  home,  regardless  of  its  work  or  income  status.    Up  to 
some  level,  the  size  of  the  credit  might  vary  with  the  number  of  children  in 
the  fonuly  living  at  home.   Such  a  credit  would  be  universally  available  to 
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both  low-  and  high-income  families.    If  provided  as  a  substitute  for  the 
existing  dependent's  exemption,  however,  the  credit  would  produce  a  shift  in 
benefits  from  current  law  in  favor  of  lower-income  families.    Various 
legislators,  groups,  and  commentators  have  advocated  similar  proposals  on 
policy  grounds  quite  apart  from  administrability  concerns,  and  a  number  of 
industrialized  nations  already  have  such  a  benefit  in  place.    If  desired,  the 
benefit  could  be  packaged  with,  and  provided  in  lieu  of,  other  existing  tax  and 
welfare  benefits  for  children,  such  as  the  child  care  credit,  the  exclusion  for 
employer-administered  child  care  assistance,  AFDC,  and  food  stamps. 

The  universal  availability  of  the  family  allowance  credit  should 
make  it  far  easier  to  administer  than  the  EITC,  which  is  targeted  for  only  a 
portion  of  the  population.    Any  working  family  could  obtain  the  benefit 
simply  by  completing  a  form,  similar  to  the  existing  IRS  Form  W-4, 
indicating  the  number  of  children  in  their  household.    The  family  allowance 
benefit  would  then  automatically  be  provided  to  middle-  and  upper-income 
taxpayers  during  the  year  through  adjustments  to  the  withholding  amount. 

Low-income  working  families  would  also  receive  the  benefit 
during  the  course  of  the  year  through  advance  payments.    The  difficulties 
under  current  law  with  the  advance  payment  mechanism  would  be  avoided 
because  all  employees  would  be  required  to  fill  out  the  same  form.   Thus, 
there  would  not  be  any  problem  of  employees'  being  unaware  of  the  option  or 
confused  or  stigmatized  by  the  process.    Noncompliance  issues  would  be 
limited  to  exaggerations  offaniilyresponsibilities  and  the  possible  double 
claiming  of  the  benefit  by  those  witJTmeiejhan  one  job.   The  former  would 
be  alleviated  by  continuing  the  practice  of  r^umng-Social  Security  numbers 
for  all  children  claimed.   The  latter  could  be  addressed  by  calculating  the 
advance  payment  amount  in  a  very  conservative  manner.    That  procedure 
would  also  assuage  the  concerns  of  those  taxpayers  fearful  of  owing  taxes  at 
the  end  of  the  year  due  to  excess  advance  payments  received. 

Avoiding  work  disincentives  and  marriage  penalties 

Although  the  focus  of  our  study  has  been  on  improving  the 
administrability  of  the  EITC  program,  it  is  noteworthy  that  the  proposed 
redesign  would  also  have  two  positive  economic  effects.    The  first  is  to 
reduce  work  disincentives  associated  with  the  high  effective  marginal  tax  rates 
of  low-income  workers  who  currently  find  themselves  in  the  phase-out  range 
of  the  EITC.    The  second  is  to  eliminate  the  marriage  penalty  present  in  the 
existing  EITC  where  marriage  causes  an  increase  in  family  income  beyond  the 
threshold  for  EITC  eligibility.   The  proposal  accomplishes  both  of  these 
results  by  avoiding  any  phase-out. 

Conclusion 

Some  legislators  might  be  concerned  with  the  proposed  redesign 
of  the  EITC  program  because  it  would  provide  some  federal  benefits  to  non- 
working  families  with  children.    Others  might  object  to  benefits  being  directed 
towards  those  who  work  but  who  have  no  family  responsibilities.    Much  of 
the  strength  and  durability  of  the  EITC  program  may  well  be  attributable  to 
its  ability  to  satisfy  many  different  political  constituencies  at  the  same  time. 

Policymakers  with  these  concerns  need  to  face  the  hard  reality, 
however,  that  the  EITC  program  as  presently  structured  doesn't  work  very 
well.    Furthermore,  expansion  of  the  program  may  well  exacerbate  its 
inadequacies.    The  ineffectiveness  of  the  current  structure,  and  the 
attractiveness  of  the  proposal  described  in  this  article,  must  therefore  also 
enter  into  the  calculus  in  deciding  whether  and  how  to  broaden  the  size  and 
scope  of  the  program. 

Rarely  is  there  an  opportunity  to  adopt  a  policy  proposal  that  so 
clearly  improves  the  status  of  current  law.    Policymakers  should  seriously 
consider  the  alternative  outlined  here  before  they  move  ahead  with  plans  to 
enlarge  the  size  and  scope  of  the  EITC  program. 


o 


ISBN   0-16-041608-6 


7801 60"41 6088 


90000 


